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FOREIGN INVESTMENT INCENTIVE ACT 


TUESDAY, JULY 7, 1959 


House or REPRESENTATIVES, 
CoMMITTEE ON Ways AND MEANs, 
Washington, D.C. 

The committee met at 10 a.m., pursuant to notice, in the committee 
hearing room, New House Office Building, Hon. Wilbur D. Mills 
(chairman) presiding. 

The CuarrMan. The committee will please be in order. 

The Committee on Ways and Means is today beginning 3 days of 
hearings on the bill H.R. 5, the Foreign Investment Incentive Tax Act, 
introduced by the Hon. Hale Boggs. As I noted in my press release 
of June 24 announcing these hearings, the hearings will also include 
testimony on related and alternative proposals in the area of the taxa- 
tion of foreign source income. 

Because of the heavy schedule of the committee’s work and the great 
number of people who wished to be heard, it was necessary to limit the 
number of days allotted to these hearings and the amount of time that 
could be given to each witness. I want to express my appreciation for 
the cooperation of the witnesses in limiting their oral statements. Of 
course, the full statement of each witness will appear in the record of 
the hearings. 

Without objection, I would like at this point to insert in the record 
acopy of the bill and the text of my press release of June 24 announc- 
ing the program of public hearings on H.R. 5 and certain other bills. 


(H.R. 5 and press release follow :) 


(H.R. 5, 86th Cong., 1st sess.] 


A BILL To amend the Internal Revenue Code of 1954 to encourage private investment \ 
abroad and thereby promote American industry and reduce Government expenditures for y 
\ foreign economic assistance 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, 


SECTION 1. SHORT TITLE, ETC. 


(a) SHort TirLte.—This Act may be cited as the “Foreign Investment Incentive 
Tax Act of 1959”. 
: (b) AMENDMENT oF 1954 Copr.—Whenever in this Act an amendment or repeal 
\s expressed in terms of an amendment to or repeal of a section or other provi- 
sion, the reference shall be considered to be made to a section or other provision 
of the Internal Revenue Code of 1954. 

(c) Errective Date.—The amendments made by this Act shall be effective 
with respect to taxable years beginning after December 31, 1958. 
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SEC. 2. FOREIGN BUSINESS CORPORATIONS. 


(a) Tax on ForeiGN Business Corporations.—Subchapter N of chapter 1 is 
amended by adding at the end of part III the following new subpart: 


“Subpart F—Foreign Business Corporations 
“Sec. 051. Tax on foreign business corporations. 


“SEC. 951. TAX ON FOREIGN BUSINESS CORPORATIONS. 


“(a) DEFINITION OF FoREIGN BUSINESS CorPoRATION.—The term ‘foreign busi- 
hess Corporation’ means a domestic corporation which for the taxable year— 

“(1) derives 90 percent or more of its gross income, if any, from sources 
without the United States; 

“(2) derives 90 percent or more of its gross income, if any, from the actiye 
conduct of a trade or business, which for purposes of this paragraph shall 
include— 

““(A) in a case where a recipient corporation owns at least 10 percent of 
the voting stock of another corporation 

“(i) all dividends received from such other corporation which are 
paid out of earning and profits of taxable years for which that payor 
corporation satisfied (or, if a domestic corporation, would have sat- 
isfied) the requirements described in paragraphs (1), (3), and this 
paragraph ; and 

“(ii) all other income received from such other corporation if, 
for the taxable year of receipt, such other corporation satisfied (or, 
if a domestic corporation, would have satisfied) the requirements 
of paragraphs (1), (3), and this paragraph; and 

“(B) amounts received as compensation for the use of or right to use 
patents, trademarks, and copyrights, and as compensation for the rendi- 
tion of technical, managerial, engineering, construction, scientific or 
like services ; and 

“(3) is not an ineligible corporation as defined in subsection (c) ; 

and which has elected to be taxed under the provisions of this section. Such 
election may be made for any taxable year to which this section applies, and 
shall continue in effect for all subsequent taxable years until terminated, either 
by filing notice of such termination, or by failing for two successive taxable years 
to qualify as a foreign business corporation. The manner and time of making 
an election, or filing a notice of termination of election, shall be prescribed by the 
Secretary or his delegate by regulations. 
“(b) TAXATION OF FoREIGN BUSINESS CORPORATIONS. 

“(1) INCOME FROM SOURCES WITHIN THE UNITED sTATES.—A foreign busi- 
ness corporation shall be taxable as provided in section 11 upon its gross 
income from sources within the United States, reduced by the deductions 
allowed by this chapter to the extent that they are connected with income 
from sources within the United States, and upon the amount included in 
gross income under paragraph (2) of this subsection. Proper apportionment 
and allocation of the deductions with respect to sources within and without 
the United States shall be determined as provided in part I under regulations 
prescribed by the Secretary or his delegate. The deduction for charitable 
contributions and gifts provided by section 170 shall be allowed whether or 
not connected with income from sources within the United States. 

“@2) INCOME FROM SOURCES WITHOUT THE UNITED STATES.— 

“(A) IN GENERAL.—If a corporation makes a distribution out of ‘re- 
invested foreign business income’, such corporation shall include in its 
gross income for the year of the distribution (for all purposes except the 
purposes of subsection (a) of this section and the purposes of section 
921) the amount determined under paragraph (4). For the purposes of 
this section, every distribution shall be deemed to be made out of reit- 
vested foreign business income to the extent thereof, and out of the 
most recently accumulated such income. The amount to be included in 
gross income under this paragraph for any taxable year shall not exceed 
the earnings and profits of the distributing corporation accumlated for 
taxable years ending after December 31, 1958, computed as of the close 
of the taxable year of the distribution in the same manner in which acct 
mulated earnings and profits are computed for the purposes of sectiol 
316 without diminution by the amount determined under paragraph (4) 
for the taxable year. 
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“(B) REINVESTED FOREIGN BUSINESS INCOME.—For purposes of this 
section, ‘reinvested foreign business income’ of a corporation means the 


pter 1 jg total of all taxable income from sources without the United States (as 
determined under the provisions of this subchapter) for all taxable years 
(including the year of distribution) for which the corporation that real- 
ized such income was a foreign business corporation, reduced by the sum 
of the amounts determined under paragraph (4) for all prior taxable 
years. 

“(C) Forreian TAXES.—A corporation which makes a distribution from 

reinvested foreign business income shall be allowed the credits provided 
ign busi- by section 901 against the tax for taxes of foreign countries and posses- 
year— sions of the United States attributable to the reinvested foreign business 
1 Sources income out of which the distribution is made even though such taxes 
may have been paid or accrued in a prior taxable year. 
he active “{3) DEFINITION OF DISTRIBUTION.—For purposes of this section, the term : 
iph shall a ‘distribution’ means— , 
“(A) any distribution of property by a corporation with respect to its 
ercent of stock, in which event the amount of the distribution shall be the fair 
market value of the property distributed ; 
yhich are “(B) any transfer of property to which section 361 applies, in which 
at payor event the amount of the distribution shall be the fair market value of 
have sat- the property transferred; except that a transfer in connection with a 
and this reorganization described in subparagraphs (A), (E), or (F) of section 
368(a) (1) shall not be a distribution, if the acquiring corporation is a 
‘ation if, foreign business corporation for the taxable year of the transfer, and 
sfied (or, in that event the acquiring corporation shall be deemed to have accumu- 
irements lated any reinvested foreign business income of the transferor ; 

“(C) any payment for acquisition of, or in reduction of indebtedness 
ht to use incurred to acquire, property situated within the United States, other 
he rendi- than— 
ntifie or “(i) deposits with persons carrying on the banking business 

within the United States, 
: “(ii) obligations of the United States, 
n. Such “(iii) stock or securities of other domestic corporations which 
lies, and are foreign business corporations for the taxable year of acquisi- 
d, either tion, or 
ble years “(iv) any property, tangible or intangible, which is ordinary 
* making and necessary for carrying on a trade or business, but only if for 
~d by the the taxable year of such payment 90 percent or more of the gross 
income of such trade or business is derived from sources without 
the United States, 
ign busi- in which event the amount of the distribution shall be the amount of 
its gross such payment; 
“luctions “(D) ownership of any property on the last day of the taxable year, 
h income if a payment for the acquisition of such property on that day would 
luded in have been a distribution under subparagraph (C) of this paragraph, 
tionment in which event the amount of the distribution shall be the lesser of the 
without adjusted basis of such property or its fair market value at the end of 
rulations such day, reduced by the sum of amounts attributable to 
haritable “(i) any indebtedness, and 
ether or “(ii) payments constituting distributions under subparagraph C, 
with respect to such property, unless ownership of such property 
on the last day of any prior taxable year constituted a distribution; 
it of ‘re- “(E) in the case of the failure by a corporation to qualify as a 
de in its foreign business corporation for two successive taxable years, the 
cept the amount of its reinvested foreign business income, in which event the 
f section distribution shall be deemed to have been made on the last day of the 
rposes of second taxable year for which the corporation failed to qualify; and 
of rein- “(F) in case of the voluntary termination by a corporation of its 
it of the election to be taxed under this section, the amount of the retained 
‘luded in foreign business income, in which event the distribution shall be deemed 
rt exceed to have been made on the last day of the taxable year with respect to 
lated for which such election is so terminated. 
the close For the purposes of this paragraph, the term ‘property’ has the meaning 
ich accu- ascribed to it in section 317(a). 
f section 7 INCLUDIBLE REINVESTED FOREIGN BUSINESS INCOME.—The amount in- 
‘aph (4) cludible in gross income under paragraph (2) shall be a sum which after 
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reduction by the normal tax and surtax imposed with respect to all dis. 
tributions made during the taxable year, equals the amount of the distriby. 
tion determined under paragraph (3), but the amount: includible shay 
in no event exceed the reinvested foreign business income of the distributing 
corporation. 
“(c) INELIGIBLE CorPoRATIONS.—The term ‘foreign business corporation’ as 
defined in subsection (a) does not include— 
“(1) acorporation exempt from taxation under subchapter F ; 
“(2) a corporation organized under the China Trade Act, 1922; 
“(3) a regulated investment company subject to tax under subchapter 
M of this chapter ; 
“(4) a personal holding company as defined in section 542; 
“(5) an unincorporated business enterprise subject to tax as a corpora- 
tion under section 1361 ; 
“(6) An electing small business corporation as defined in section 1371(b).” 
(b) DISTRIBUTIONS FROM REINVESTED FoREIGN BUSINESS INCOME.—Subchapter 
B of chapter 1 is hereby amended as follows: 
(1) The table of sections for part II is amended by adding at the end 
thereof the following: 
“Sec. 78. Distributions from reinvested foreign business income.” 


(2) At the end of part II, add the following new section: 


“SEC. 78. DISTRIBUTIONS FROM REINVESTED FOREIGN BUSINESS IN- 
COME. 


“(a) IN GeENERAL.—If a corporation makes a distribution from reinvested 
foreign business income, there shall be included in the gross income of the 
distributing corporation the amount specified in section 951(b) (4). 

“(b) Cross REFERENCE.— 

“For definitions of ‘distribution’ and of ‘reinvested foreign business 
income’, see section 951.” 

(c) Diviwenps R 

(c) DIvIDENDS RECEIVED OvuT OF REINVESTED FOREIGN BUSINESS INCOME— 
Section 243 (relating to dividends received by corporations) is amended by 
redesignating subsection (c) as subsection (d) and by inserting after subsection 
(b) the following new subsection: 

“(c) DivipENDS RECEIVED OUT OF REINVESTED FOREIGN BUSINESS INCOME— 
In the case of a corporation which receives a dividend from a domestic corpo 
ration out of reinvested foreign business income, as defined in section 951, there 
shall be allowed as a deduction an amount equal to 100 percent of the amount 
received as a dividend.” : 

(d) ForEIGN BUSINESS CORPORATION Not INCLUDIBLE CORPORATION OF AN 
AFFILIATED Group.—Section 1504(b) is amended by adding at the end thereof 
the following new paragraph: 

“(9) A foreign business corporation (as defined in section 951).” 

(e) TECHNICAL AMENDMENT.—The table of subparts for part III of subchap 
ter N of chapter 1 is amended by adding at the end thereof the following: 

“Subpart F. Foreign business corporations.” 


SEC. 3. TRANSFERS AND REORGANIZATIONS TO FACILITATE PRIVATE 
FOREIGN INVESTMENT. 


(a) Section 367 is amended to read as follows: 
“SEC. 367. FOREIGN CORPORATIONS. 


“(a) In GeNneRAL.—In determining the extent to which gain shall be recog- 
nized in the case of any of the exchanges described in sections 332, 351, 354, 
355, 356, or 361, a foreign corporation shall not be considered as a corporation 
unless, before such exchange, it has been established to the satisfaction of the 
Secretary or his delegate that such exchange is not in pursuance of a plan hav- 
ing as one of its principal purposes the avoidance of Federal income taxes. For 
purposes of this section, any distribution described in section 355 (or so much 
of section 356 as relates to section 355) shall be treated as an exchange whether 
or not it is an exchange. ; 
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“(b) ExceptTions.—This section shall not apply in the case of any of the 
exchanges referred to in subsection (a), arising out of, or in connection with, 
a transfer to a foreign corporation, in exchange for its stock or securities, of 
foreign business property. 

“(¢) ForEIGN BUSINESS PRopeRTY DeFINED.—As used in this section, ‘foreign 
business property’ shall mean property as defined in section 317 (a)— 

“(1) which is placed into use, within six months after the transfer, 
directly or indirectly, by the transferee in the active conduct of a trade 
or business at least 90 percent of the gross income of which for the taxable 
year of the transfer is derived from sources without the United States; 
and 

“(2) which, except in the case of real property and property of a character 
which is subject to the allowance for depreciation provided in section 167, 
was previously used, directly or indirectly, by the transferor in the active 
conduct of a trade or business at least 90 percent of the gross income of 
which was derived from sources without the: United States fer the three- 
year period preceding the date of the exchange (or for such part of 
the three-year period during which such trade or business was carried on, 
or for such part of such three-year period as follows December 31, 1958, 
whichever is the shorter). 

For the purposes of this subsection, if a person owns at least 10 percent of the 
voting stock of a corporation which is actively engaged (directly, or indirectly 
through a corporation 50 percent or more of the voting stock of which it owns) 
ina trade or business, then such stock shall be deemed property used indirectly 
by such person in the active conduct of a trade or business.” 

(b) Section 1492 (relating to nontaxable transfers) is hereby amended to 
read as follows: 


“SEC. 1492. NONTAXABLE TRANSFERS. 


“The tax imposed by section 1491 shall not apply— 

“(1) if the transferee is an organization exempt from income tax under 
part I of subchapter F of chapter 1 (other than an organization described 
in section 401(a) ) ; 

“(2) if the stock or securities transferred are ‘foreign business prop- 
erty’ as defined in section 367 (c) ; or 

“(3) if before the transfer it has been established to the satisfaction 
of the Secretary or his delegate that such transfer is not in pursuance 
of a plan having as one of its principal purposes the avoidance of Federal 
income taxes.” 


) SEC. 4. EXTENSION OF WESTERN HEMISPHERE TRADE CORPORATION 


STATUS TO INTERNATIONAL TRADE CORPORATIONS. 


(a) Section 921 is amended to read as follows: 


“SEC. 921. DEFINITION OF INTERNATIONAL TRADE CORPORATIONS. 


“For purposes of this subtitle, the term ‘international trade corporation’ 
means a domestic corporation which satisfies the following conditions— 

“(1) if 90 percent or more of the gross income of such domestic cor- 
poration was derived from sources without the United States for the 3-year 
period immediately preceding the close of the taxable year (or for such part 
of such 3-year period during which the corporation was in existence, or 
for such part of such 3-year period as follows December 31, 1958, whichever 
is the shorter) ; and 

(2) if 90 percent or more of its gross income was derived from the active 
conduct of a trade or business for such period (or such part thereof). 

For the purpose of paragraph (2) of this section, dividends, compensation for the 
use of, or right to use, patents, trademarks, and copyrights, and compensation for 
the rendition of technical, managerial, engineering, construction, scientific, or 
like services derived from a corporation at least 10 percent of the voting stock of 
Which is owned by the recipient thereof shall be deemed to be derived by the 
recipient thereof from the active conduct of a trade or business, provided that 
the corporation making the payment satisfied the conditions stated in paragraphs 
(1) and (2) of this subsection, other than the requirement of domestic incor- 
poration, for the taxable year during which the payment was made.” 
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(b) Section 922 is amended by striking out the words “Western Hemisphere 
trade corporation” and by inserting in lieu thereof the words “international trade 
corporation”. 

(c) The table of subparts for part III of subchapter N of chapter 1 is amended 
by striking out— 


“Subpart C. Western Hemisphere trade corporations.” 
and inserting in lieu thereof the following: 
“Subpart C. International trade corporations.” 


(d) The heading to, and the table of sections for, subpart C of part III of 
subchapter N of chapter 1 are amended to read as follows: 


“Subpart C—International Trade Corporations 


“Sec. 921. Definition of International Trade Corporations. 
“Sec. 922. Special deduction.” 

(e) Section 1503 (relating to consolidated returns) is amended by striking out 
the words “Western Hemisphere trade corporations” wherever they appear in 
said section and by inserting in lieu thereof the words “international trade 
corporations”. 


SEC. 5. ALTERNATIVE LIMITATION ON FOREIGN TAX CREDIT. 


Section 904 is hereby amended by adding a new subsection (d) as follows: 
“(d) ALTERNATIVE LIMITATION.— 

“(1) Notwithstanding the limitation under subsection (a), the aggregate 
amount of credits under section 901 in respect of taxes paid or accrued to all 
foreign countries shall not, as a result of such limitation, be reduced to an 
amount. which is less than the proportion of the tax against which such 
credits are taken which the taxpayer’s taxable income from sources outside 
the United States (but not in excess of the taxpayer’s entire taxable income) 
bears to his entire taxavle income for the same taxable year. 

(2) The total amount of any additional credit allowed as a result of the 
application of paragraph (1) shall for the purposes of subsection (c), and 
before the application of any carryback or carryforward of taxes under such 
subsection : 

“(A) reduce the taxes paid to those foreign countries and possessions 
of the United States to which taxes have been paid or accrued in 
excess of the amount allowable as a credit under subsection (a) in 
the ratio which the excess taxes paid or accrued to each such country 
or possession over the amount allowable as a credit under subsection 
(a) bears to the aggregate amount of such excesses; and 

“(B) be allocated among and deemed paid to those foreign countries 
and possessions to which taxes paid or accrued or deemed paid or 
accrued are less than the limitation provided in subsection (a) in the 
ratio which the excess of the limitation under subsection (a) over the 
taxes paid or accrued or deemed paid or accrued to such foreign country 
or possession bears to the aggregate amount of such excesses.” 


SEC. 6. CREDIT FOR INVESTMENT INCENTIVE WAIVERS OF TAX BY A 
FOREIGN COUNTRY. 


Section 903 is hereby amended to read as follows: 
) ' “SEC. 903. CREDIT FOR TAXES IN LIEU OF INCOME, INC., TAXES AND 
TAXES WAIVED. 


“For purposes of this subpart and of section 164(b), the term ‘income, war 
profits, and excess profits taxes’ shall include the following— 

“(1) TAXEs IN LIEU OF INCOME, ETC., TAXES.—A tax paid in lieu of a tax 
on income, war profits, or excess profits otherwise generally imposed by any 
foreign country or by any possession of the United States. 

“(2) TAXES WAIVED.—A tax on income, war profits, or excess profits 
generally imposed by any foreign country (including a tax described in 
paragraph (1)), the payment by the taxpayer of which is certified by the 
Secretary of State, or his delegate, to have been waived by the foreign 
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country as an inducement extended and accepted in good faith to begin, 
increase, or continue within such foreign country the rendition of technical, 
managerial, engineering, construction, scientific or like services, or the 
active conduct of a trade or business, and the amount of taxes so waived 
shall be deemed to have been paid or accrued to the foreign country or 
possession for a period not to exceed the first ten taxable years during 
which such taxes would have been paid or accrued except for such waiver.” 


. SEC. 7. NONRECOGNITION OF GAIN OF INVOLUNTARY CONVERSION 


OF PROPERTY OF FOREIGN SUBSIDIARIES. 


Section 1038 (relating to involuntary conversions) is hereby amended by 
redesignating subsection (g) as subsection (h) and by inserting after subsection 
(f) the following new subsection— 

“(g) PROPERTY OF FOREIGN SUBSIDIARIES.— 


“(1) NONRECOGNITION OF GAIN.—In the case of a taxpayer which is a 
domestic corporation, if— 

“(A) property of a foreign subsidiary in which the taxpayer had an 
insurable interest is compulsorily or involuntarily converted (within 
the meaning of subsection (a) ), 

“(B) the disposition of the converted property (as defined in sub- 
section (a) (2) ) occurred after December 31, 1958, 

“(C) the taxpayer receives or accrues insurance proceeds attributable 
to such conversion, and 

“(D) during the period specified in subsection (a) (3) (B)— 

“(i) the taxpayer contributes (whether or not in exchange for 
stock) such proceeds to the capital of such subsidiary either directly 
or through another foreign subsidiary (within the meaning of para- 
graph (4)(A)); and for replacing its property so converted, the 
foreign subsidiary purchases other property similar or related in 
service or use to the property so converted, or 

“(ii) the taxpayer purchases other property similar or related 
in service or use to the property so converted and contributes 
(whether or not in exchange for stock) such purchased property to 
the capital of such subsidiary, either directly or through another 
foreign subsidiary (within the meaning of paragraph (4) (A)), 

then, at the election of the taxpayer, the gain shall be recognized only 
to the extent that the amount realized by it on the conversion (regard- 
less of whether such amount is realized in one or more taxable years) 
exceeds that portion of the cost of such other property which is properly 
attributable to the insurance proceeds so contributed. Such election 
shall be made at such time and in such manner as the Secretary or his 
delegate may by regulations prescribe. 

“(2) BASIS OF TAXPAYER'S STOCK IN FOREIGN SUBSIDIARY.—Where the tax- 
payer contributes insurance proceeds or property to a foreign subsidiary 
pursuant to paragraph (1) (D), the increase in the basis of the stock in such 
subsidiary held by the taxpayer which would (but for this paragraph) result 
from such contribution shall be reduced by any amount of gain not recognized 
by reason of paragraph (1). 

“(3) EARNINGS AND PROFITS OF FOREIGN SUBSIDIARY.—Where the taxpayer 
contributes insurance proceeds or property to a foreign subsidiary pursuant 
to paragraph (1) (D), the earnings and profits of such foreign subsidiary 
for purposes of this subtitle shall be deemed to be increased by any amount 
of gain not recognized to the taxpayer by reason of paragraph (1). 

“(4) FOREIGN SUBSIDIARY DEFINED.—For purposes of this subsection, the 
term ‘foreign subsidiary’ means only— 

“(A) a foreign corporation not engaged in trade or business in the 
United States 50 percent or more of whose stock is owned by the tax- 
payer, and 

“(B) a foreign corporation not engaged in trade or business in the 
United States 50 percent or more of whose stock is owned by a corpora- 
tion which meets the requirements of subparagraph (A). 

“(5) SPECIAL RULES.—For purposes of this subsection— 

“(A) no property acquired before the disposition of the converted 
property (as defined in subsection (a) (2)) shall be considered to have 

been acquired for the purpose of replacing such converted property unless 
held by the foreign subsidiary on the date of such disposition ; 
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“(B) the foreign subsidiary shall be considered to have purchased 
property only if its unadjusted basis of such property is its cost (within 
the meaning of section 1012) ; and 

“(C) subparagraphs (C) and (D) of subsection (a) (3) shall apply.” 


[Press release, June 24, 1959] 


CHAIRMAN WILBUR D. MILLS (DEMOCRAT OF ARKANSAS), COMMITTEE ON Ways 
AND MEANS, HOUSE OF REPRESENTATIVES, ANNOUNCES PuBLIC HEARINGS To 
BrGiIn JULY 7, 1959, ON SEVERAL LEGISLATIVE PROPOSALS NOW PENDING BeEForE 
THE COMMITTEE 


The Honorable Wilbur D. Mills (Democrat of Arkansas), chairman, Commit. 
tee on Ways and Means, House of Representatives, today announced that the 
committee has scheduled public hearings to begin on July 7, 1959, on several 
different legislative proposals now pending before the committee. These pro- 
posals are as follows: 

(1) H.R. 5, by the Honorable Hale Boggs, of Louisiana, the Foreign Invest- 
ment Incentive Act of 1959; 

(2) H.R. 4700, by the Honorable Aime J. Forand, of Rhode Island, to amend 
the Social Security Act to provide insurance for the cost of hospital, nursing 
home, and surgical services for persons eligible for old-age and survivors in. 
surance benefits ; 

(3) H.R. 7361, by the Honorable Richard M. Simpson, of Pennsylvania, tc 
amend the Internal Revenue Code of 1954 so as to provide for nonrecognition ot 
gain or loss upon certain distributions of stock made pursuant to orders en. 
forcing the antitrust laws; and 

(4) H.R. 7924, by the Honorable James B. Utt, of California, to amend the 

Internal Revenue Code to allow a deduction from the gross estate for the value 
of property passing to children. 
The hearings will begin on July 7, 1959. The precise dates set aside for eact 
the four specific matters listed above which witnesses may desire to bring t 
the attention of the committee. This testimony, however, must be limited t 
the substantive areas covered by the four bills. 

It is anticipated that the leadoff witnesses with regard to each of these several 
proposals will be from the interested Government agencies and departments 
The hearings will begin on July 7, 1959. The precise dates set aside for eacl 
of the several proposals will be determined after all requests are received and 
after it is determined how much time is.available to the committee for this 
purpose. 

It has tentatively been decided that the order of the hearings will be as 
follows: 

(1) H.R. 5, beginning July 7 and not to exceed 3 days; 

(2) H.R. 7924, July 10, and not to exceed 1 day ; 

(3) H.R. 4700, beginning July 13, and not to exceed 5 days; and 
(4) H.R. 7361, beginning July 20, and not to exceed 2 days. 

It is absolutely essential that persons who may be interested in appearing 
and testifying should submit their request to Mr. Leo H. Irwin, chief counsel 
Committee on Ways and Means, 1102 New House Office Building, Washingtot 
D.C., as soon as possible and in any event not later than July 1, 1959. 

The chairman emphasized that the Committee on Ways and Means has a ver) 
heavy legislative schedule, and for this reason the hearings have been limitec 
as to subjects and duration. With the limited time available, it will be neces 
sary for all persons and groups with similar interests to designate one spokes 
man to represent them at the public hearings. The time allotted each witnes 
will be determined by the number of witnesses requesting to be heard on eacl 
subject. 

In order for the staff to allot time and to properly arrange a schedule fo 
the hearings, it is essential that all persons requesting to appear and testifl 
indicate— 

(1) the general subject and tenor of their testimony ; 

(2) the amount of time required for their direct testimony ; and 

(3) the name and address of the witness who will present the testimon} 
for the organization or group concerned. 
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All persons who desire to do so may submit a written statement in lieu of 
a personal appearance. Such statements will be considered by the committee 
and also printed in the record of the hearings. It is requested that persons who 
submit such statements in lieu of a personal appearance do so by not later 
than July 21, 1959. A minimum of three copies of such statements should be 
submitted. 

In accordance with the rules of the committee, persons who are scheduled 
to be heard are requested to submit 60 copies of their prepared statement to the 
chief counsel 24 hours in advance of their scheduled appearance. If a witness 
desires to also make available copies of his statement to the press and interested 
public, an additional 50 copies should be submitted by the date of his appearance. 

Persons who submit a written statement for the record in lieu of an appear- 
ance may also provide an additional 50 copies of such statement if they desire 
it to be made available to the press and the public. 


The CuatrMan. Our first witness this morning is the Assistant 
Secretary of Commerce for International Affairs, the Honorable 
Henry Kearns. 

We appreciate your being here and you are recognized to proceed 
as you desire. 


STATEMENT OF HON. HENRY KEARNS, ASSISTANT SECRETARY 
OF COMMERCE FOR INTERNATIONAL AFFAIRS 


Mr. Kearns. Mr. Chairman and members of the committee, of 
course it is a pleasure to come here and discuss with you H.R. 5, 
which was introduced by Congressman Hale Boggs. I recall a year 
ago that I had the privilege of sitting here for some time in connec- 


tion with another matter. 
This bill has for its purpose the encouragement of private invest- 


ment abroad, thereby promoting American industry and ultimately 
reducing Government expenditures for foreign economic assistance. 


Last December when I appeared here before the Subcommittee on 


Foreign Trade Policy on the question of private U.S. investment 
abroad. I outlined the status then of our Nation’s private investment 
in other countries, the great contribution private investment can make 
in helping our free world friends to attain for themselves the eco- 
nomic achievement they desire, and the compelling reasons why the 
capabilities of the private sector must be mobilized. 

he committee at that time, I believe, recognized that the great 
economic strength of the United States lies not in the machinery of 
the Federal Government, but rather in its private institutions, both 
individual and corporate. The management skills, technical know- 
how, and capital resources of the private sector far outweigh those 
of the public area of our country. 

American business has amply demonstrated that it will support our 
national foreign policy. But in the strictly economic sense, American 
companies invest abroad for just one reason—to make money by better 
serving the consumer. If it is in the national interest to promote U.S. 
private investment abroad, and I believe it is, we must not forget this 
tconomic fact of life. 

Investment abroad often carries with it grave risks. We cannot 

ope to ask private individuals to invest their money in oversea ven- 
tures if our Government is not sympathetic to the proposition that 
grave risks will be dared only when there is some promise of commen- 
surate return. Speaking of individuals, we are aware that America’s 
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companies are owned by millions of individual] stockholders, the large 
majority of whom we might classify in the lower income brackets, 

arlier this year we completed a review of responses to a question- 
naire which the Department of Commerce had sent to nearly 1,000 
representative businessmen, soliciting their views in connection with 
the preparation of a study called for by section 413(c) of the Mutual 
Security Act of 1954, as amended. Copies of our reportorial review 
were sent to the Members of Congress, and you may recall that ques- 
tion 7 was: 

What in your opinion will be necessary to encourage greater participation 
by private individuals and corporations in foreign investments, contracts for 
management, engineering, or other services, where those projects are of the type 
that private investment would normally undertake? 

Two hundred and forty-four, or 67 percent of the total of 358 re- 
plies to this question, cited tax incentives as the inducement of first 
importance to such greater participation. Tax incentives, in this 
case, overshadowed such other inducements as investment guarantees, 
loans, direct financial assistance, and a clarification of the antitrust 
laws by a tremendous margin. 

I should like to review some of the responses. Of those persons 
advancing specific tax incentive proposals, the most sizable single 
group support a deferral of taxes on oversea earnings until such earn- 
ings are finally repatriated. Such a deferral, according to one re- 
spondent, “would permit the building up of a business in its initial 
stages through a tax-free reinvestment of earnings.” Another sizable 
group proposes Revenue Act revisions permitting an American com- 
pany to organize a domestic corporation for the purpose of engaging 
exclusively in foreign operations, with the provision that U.S. income 
taxes would be postponed until such time as dividends are distributed 
to the parent company or to other stockholders. “It is unfortunate,” 
says one respondent, “that many American manufacturers have had to 
resort to the use of foreign-base corporations to accomplish the same 
purpose.” 

Another report prepared in response to that section of the Mutual 
Security Act, the Ralph Straus report, makes tax incentives the very 
heart of its recommendation for increasing the flow of private capital 
for free world economic development. 

And still another report, that prepared for the President by the 
Committee on World Economic Practices headed by Mr. Harold 
Boechenstein, makes its strongest plea for tax incentives as a means 
of encouraging increased private investment abroad to counter the 
effects of the Sino-Soviet economic offensive. ; 

There can be no doubt that the large portion of the American busi- 
ness community supports tax incentives generally and the deferral of 
the U.S. tax on foreign-earned income specifically. 

I should like to stress three points related to the deferral of U.S. 
tax on income earned abroad. 

( First, I believe that such deferral would definitely encourage a 
greater degree of participation on the part of small business firms m 
oreign investment. Small businesses, more so than large companies, 
often tend to rely on their own earnings as the source of funds for 
expansion. By permitting deferral of US. tax on income earned by 
foreign business corporations, it would be possible for current income 
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to be used more readily for reinvestment and consequent growth of 
the firm’s oversea operations. 

Our larger firms, with their access to massive capital resources, 
extensive legal departments, experienced international personnel, and 
multiple holdings abroad, have been quicker to obtain deferral bene- 
fits on income earned abroad, through use of foreign-based corpora- 
tions in so-called tax-haven countries. Small businessmen, on the 
other hand, with less resources and less experience in the foreign field, 
have been hesitant to enter these unfamiliar waters. Tax deferral 
made available through the medium of a U.S. corporation is likely to 
be more easily grasped by our smaller business organizations and 
thereby serve to bring fully into play the tremendous capital poten- 
tials of the small business community. At the very least the proposed 
Foreign Business Corporation will represent an inexpensive vehicle 
for tax deferral, to the further benefit of small business. 

You may ask why we believe it particularly important to make it 
possible for smal] business to invest abroad. Of course, large firms 
ordinarily undertake projects involving vast construction or large- 
sale manufacturing and extractive operations. Small firms, how- 
ever, can be most effective in the fields of light industry, technical 
services, and the production and distribution of consumer goods, add- 
ing a potent private ownership area in the economy of the host coun- 
try. In some areas, our investments have been criticized because of 
their monolithic aspects in comparison with their parts of the local 
economy. Small business can in many cases show our industry in far 
more understandable terms to the citizens of the less developed coun- 
tries of the world. The foreign employee can obtain, through small 
business, the close personal touch with management which he seems to 
to understand the of capitalism. 

ur recent small industries exhibit at New Delhi, India, occasioned 
tremendous interest on the part of the Indian people and authorities. 
It was commended in the Tridign Parliament by Prime Minister Nehru. 

Mr. Nehru stated that small business ventures, including joint enter- 
prises, would be welcome in India. This helps confirm the view that 
small business has a vital role to play in foreign investment. 

We believe it important to demonstrate to the developing countries 
that the free enterprise system means benefits for small industry as 
well as large. Tax deferral should assist materially in increasing the 
number and variety of small business firms able to go abroad and 
undertake productive activities. 

My second point refers to the relationship between exports and the 
deferral of U.S. tax_on income earned abroad. We, in the Depart- 
ment of Commerce, are convinced that the private foreign investor 
would find it difficult to exist without access to U.S. products to sup- 
plement a line of goods manufactured abroad. For example, we note 
in the prospectus under which Westinghouse established its affiliate 
In Mexico, that the affiliate could not be expected to produce in Mexico 
the variety and complexity of the products manufactured in the 
United States. A considerable part of the product line of Westing- 
house will continue to be imported from the United States. The pro- 
posals for deferring U.S. tax on income earned abroad, by taking 
tognizance of this incidental export activity of foreign private in- 
vestment, conform to the realities of foreign trade and investment. 
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At the same time, the tax is deferred, providing additional income 
that might be utilized to expand foreign investment even further, 

We, in the Department of Commerce, believe it is especially impor- 
tant that the principle of allowing U.S. companies to defer taxes on 
export earnings should be established. We are convinced that to do 
otherwise would frequently result in discrimination against American 
domestic production. The Westinghouse example just cited shows 
why supplemental imports are particularly essential to a foreign in- 
vestment.. The experience of many other companies could be cited to 
show that this is a common situation with still different kinds of 
imports. 

Now, if the deferral provisions were not extended to the income from 
U.S. exports, tax considerations would tend to dictate that these im- 
ports be obtained from some U.S.-owned plant located in a third 
country rather than from a domestic plant. We thus would be put- 
ting a premium on the American company’s products manufactured 
abroad which amounts to rank discrimination against its domestic 
manufacturing facilities. This course is unthinkable. 

The third point is that, in my opinion, enactment ofa provision 
for deferring the U.S. tax on income earned without our borders, will 
be another convincing sign to our friends in the “developing countries” 
of the world that we are not “hit-and-run investors,” but that our 
citizens are investing to grow with the host country. 

Deferral of our tax will tend to make available additional funds 
to those already being reinvested following the general pattern of 
our citizens and companies operating abroad. Thus, through the 
medium of this tax device, we can assist in creating an atmosphere 
which will certainly be conducive to improvement in the investment 
climate found in many of the less developed areas of the world. Such 
improvement could well carry with it greater receptiveness on the 

art of host governments to the investment guarantee agreements and 
riendship, commerce, and navigation treaties with which our in- 
vestors seek to bulwark their position abroad. 

May I conclude on a general point. There are those who contend 
that we should not encourage additional investments abroad at this 
time in view of the current gold outflow. I believe that a thorough 
review of the elements of our international balance of payments 
accounts would relieve this anxiety. , 

First of all, a major receipt item in these accounts is the income 
from our accumulated investments abroad, amounting to $13.5 billion 
over the past 6 years. This is considerably larger than the peer 
capital outflow of $12.2 billion in the same period. However, eyond 
these immediate measureable quantities, there are other immediate 
and longer range gains from an augmented outflow of private capital 
which must be taken into account. To the host government our Il- 
vestment dollars usually mean considerably more in the form of for- 
eign exchange savings and a substantial increase in their gross national 
product. 

More importantly to the question at hand, we have been investing 
abroad, and in doing so, America has been building up equity m 
foreign assets—increasing our national net worth. In addition, our 
investments abroad bring far more tangible benefits to our balance- 
of-payments situation than the inflow figure would indicate. 
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An immediate effect of much of our investment is, of course, the 
direct and indirect financing of U.S. exports. Less obvious, but also 
more important is the effect of such investment and technology on 
the economic relationship between the United States and other coun- 
tries. Our investors bring with them U.S. production equipment and 
thereby help to orient the ene industrial plant to U.S. replace- 
ments. As these countries develop with the assistance of our invest- 
ment they become better markets for a wider variety of U.S. goods, 
and our industrial plant has greater access to the worldwide supplies 
ofraw materials. 

We have briefly discussed some important aspects of legislation de- 
signed to encourage U.S. private investment abroad. Of course, you 
are aware of the formal comments submitted to the committee by the 
executive departments. The technical and specific aspects of the bill 
undoubtedly will be discussed by other, more a witnesses. 
However, I have attempted here to set forth some of the major consid- 
erations of H.R. 5 as interpreted by the Department of Commerce. 
They are: 

1. Our national objectives in the field of international economics 
are well served by the investment of private capital abroad, and such 
investment will be encouraged by limited tax incentive. 

2, Small-business investors are essential if we are to fully benefit 
from the foreign opportunities apparent in the near future. Pro- 
posals as recommended by the administration will materially assist 
small business in this field. 

3. The principle of extending tax deferral to income derived from 
export of U.S. products has been covered as a means of avoiding 
discrimination against our own producers. 

4. From the history of private investment it is evident that our 
fiscal well-being is aided rather than weakened by an expanding pri- 
vate foreign investment program. 

Thank you, Mr. Chairman, for giving me this opportunity. 

The Cuatrrman. We thank you, sir, for your statement. 

Let me see if I understand the position of the Department of Com- 
merce with respect to H.R. 5. As I understand the bill, it does ap- 
proximately six things. Is that right? 

Mr. Krarns. Yes, sir. 

The Cuatrman. You have discussed generally the position of the 
Department with respect to deferral of tax on foreign income until 
repatriated and distributed, have you not? 

fr. Kearns. Yes, sir. 

The Cuarrman. Have you discussed any of the other points in- 
volved in the bill? 

Mr. Kearns. Mr. Chairman, we would limit our endorsement of 
the proposals in the bill to those that were covered in our formal reply 
oa request. This would be that involving the deferral of income 
argely. 

The Cuarrman. Thus, you are not endorsing the other provisions 
of the bill that deal with the extension of the Western Hemisphere 
Trade Agreement which of course reduces the tax rate by 14 points. 

Mr. Kearns. No, sir. 

The Cuarrman. You are opposed to that? 

Mr. Kearns. We are not etnedag it, Mr. Chairman. 
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The Cuarrman. You did not comment on the provision which pro- 
vides for nonrecognition of gain for a domestic parent corporation 
with respect to proceeds received on the involuntary conversion of 
property of a foreign subsidiary. What is the position of the De- 
partment on that? 

Mr. Kearns. There again, Mr. Chairman, we have had to confine 
our endorsement to this one provision, and I believe that the Treasury 
Department may be in a position to comment more specifically on 
these other provisions. 

The Cuarrman. Do I understand, then, that the adoption by the 
Congress of the one provision relating to the deferral of the tax until 
the income is repatriated and distributed, is in your opinion sufficient 
action at the present time? 

Mr. Kearns. We believe that this would be a very major assist in 
securing the additional private investment abroad, especially in the 
small-business field. While it may not serve the entire purpose, it 
would be a very major step in this direction. 

The Carman. Would. you recommend that we adopt the pro- 
vision as it is in the bill? 

Mr. Kearns. I beg your pardon. 

The CHatrman. Would you recommend that we adopt this provi- 
sion as it is contained in the bill? 

Mr. Kearns. The administration position as was transmitted in 
our formal reply suggested that this be limited to the underdeveloped 
countries of the world. I believe that the witnesses from the Treas- 
ury and the State Department will cover this more fully, but as you 
will recall, that was our limitation. 

The Cratrman. Are there any other limitations upon the applica- 
tion of this treatment ? 

Mr. Kearns. There was a suggestion that perhaps the income de- 
rived from exports from the United States might be limited. There 
was no specific amount stated but I believe this also will be discussed 
in detail by the other two departments. 

The Cuatrman. Under your suggestion for limiting this treatment 
to underdeveloped countries, who would make the determination as 
to what is or is not an underdeveloped country ? 

Mr. Kearns. Mr. Chairman, I believe that the representative of the 
State Department could more adequately answer that question than 
could I. I have tried to confine my remarks to the effect. on business 
of this proposal, rather than the technical aspects as they deal with 
foreign policy which would determine which areas would be in the 
foreign field. 

The Cuarrman. Do I understand from your statement, then, that 
the State Department would be the one who would make the determi- 
nation under this suggestion as to what is or is not an underdeveloped 
country ? 

Mr. Kearns. Yes, sir; I believe that would be correct. 

The Cuarman. Mr. Simpson will inquire. 

Mr. Srupson. I have a couple of questions, Mr. Kearns: We are 
next door neighbors, but I do not see you home very frequently so I 
am glad to see you here. You are generally traveling and your work 
keeps you out of the country a great deal ? 

Mr. Kearns. It keeps me busy, Mr. Simpson. 
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Mr. Suceson. You mentioned the words “small business,” and indi- 
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uted that it would prosper if we allowed such taxpayers to defer the 
payment of taxes. Do you confine this bill to small business ? 


Mr. Kearns. No, sir; 1 would not, 
igainst any business, 
Mr. Simeson. What is that? 


but I would not discriminate 


Mr. Kearns. I would not discriminate against any business, large 


orsmall. 


Mr. Simpson. You want to help small business or large business? 


Mr. Kearns. In its actual operation, 
tosmall business. 


it would apply very effectively 


Mr. Simpson. With respect to American made goods that were 


Mr. Kearns. I believe it is desirable to maintain that principle, 
that you would not discriminate against American goods if they were 
wed in the generation of profits abroad. 

Mr. Simpson. What about goods made abroad and shipped into the 
United States and a profit made on that? Would you allow tax de- 


ferral on that ? 


Mr. Kvarns. If it were American investment that was generated, 


yes, SIP. 


Mr. Smrson. You would not increase the duties to make up for 


that 


Mr. Kearns. I believe that is another matter, Mr. Simpson. 


Mr. Suxreson. It is another matter, 


but do I understand that you 


vould encourage an American manufacturer to move into a country 
and pay no taxes there or defer the tax there, and ship the products 
back into the United States and sell them here at a profit through 


the foreign corporation and pay no tax 
abroad ? 

Mr. Kearns. I believe in some cases 

Mr. Simpson. In which cases? 

Mr. Kearns. In cases where Americ 
ind did as you suggested. 


on it, if he invested the money 
that might occur; yes, sir. 
an investors did invest abroad 


Mr Suaeson. Would you put no limitations upon the places where 
the product manufactured abroad might be sold ? 


r. Kearns. I would not. 


Mr. Simpson. You would permit them then to ship goods into the 
United States for sale here, and have a deferred tax status on the 


earnings 


Mr. Kearns. I believe the purpose here is to try to encourage 
American investment to go abroad and develop productive enterprises. 
Mr. Sireson. Of course the goods that they would ship into the 
United States presumably would be in competition with something 
that is manufactured here. So the issue that I present to you is this: 


ould you favor a tax deferral on th 


e profit on that type of goods 


from abroad sold in the United States in competition with the same 
ind of goods manufactured here by American labor? 


Mr. Kearns. I believe it would be 


impracticable to discriminate 


one way or the other, just as I think it would be unwise to discrim- 


late against American purchases. It 
the amount of capital that would be u 
relatively negligible. 


would be my opinion also that 
sed for this purpose would be 
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Mr. Stimpson. The point I want to make is this: If I understand it 
correctly, your answer is that goods manufactured abroad where 
American capital was involved in this deferral of payment of taxes, 
if the earnings are in part on goods sold in the United States where, 
as a matter of fact, it would be in competition with American manu- 
— of similar goods, nevertheless that deferral is to be per- 
mitted. 

Mr. Kearns. Yes; I think keeping in mind of course that deferral 
is not a tax that is lost. 

Mr. Stmpson. It is a preferential status, though. 

Mr. Kearns. Yes, sir. 

Mr. Suwpson. And it is to be allowed to that taxpayer? 

Mr. Kearns. Yes, sir. 

Mr. Suvpson. I do not want to comment other than to say that I 
have significant reservations in that instance. 

Now, with respect to manufacturing abroad and shipping the goods 
into the United States, I have to repeat that you would permit that. 

Mr. Kearns. Yes, sir. 

Mr. Srmpson. Without limit? 

Mr. Kearns. I would prefer that there would be no discrimination 
against any kind of business regardless of what its purposes were, 
as long as they complied with the other requirements of the legislation. 

Mr. Srmpson. Now, I understand that there are certain nations of 
the world where American business may today enjoy this status of 
paying no tax if they operate through those countries and incorporate 
in those countries. 

Mr. Kearns. Yes, as a matter of fact, I am sure, Mr. Simpson, you 
are well aware that through establishment of a tax haven corporation 
in a foreign country, that this purpose can be accomplished under 
the present regulations. What we are proposing here is the making 
it possible for an American business corporation, operating as an 
American business corporation, to assume the benefits that are now 
available through this other device. ° 

Mr. Smpson. Now, to what extent do you view this as an interna- 
tional move, that is, one to further and carry out our policy of 
mutual cooperation, and so on? 

Mr. Kearns. I believe it is one of very great magnitude. 

Mr. Simpson. Do you believe that money invested in this area will 
reduce the requirements under our mutual security program? 

Mr. Kearns. I believe ultimately they will. 

Mr. Stimpson. What do you mean by “ultimately”? 

Mr. Kearns. At such time as the outflow of private capital is 
sufficient to provide the means by which the developing countries of 
the world can develop at the speed and at the rate that is in this 
— interest, then the pressure for public assistance will have dis: 
sipated. 

Mr. Stmpson. Do you think that the Congress should view this 
a substitute in part for the money that now goes into the mutual 
security program ? 

Putting it another way, if half a billion dollars go abroad as 4 
result of this legislation, would we be justified in reducing by half 
billion dollars the money that goes into the mutual security program! 

Mr. Kearns. I would like to point out first that half a billio 
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dollars going abroad as private investment is not in the nature of an 
outflow or reduction in our national net worth. We are aquiring an 
asset in return for our cash. The second thing is this: I would ques- 
tion whether or not this act alone would be of sufficient importance 
omake appreciable changes upon the demands for aid at this time. 
I do believe that the possibilities for increasing the flow of capital 
from the private sources of considerable magniture are such that 
acouragement of this kind ultimately will serve that purpose. 

Mr. Simpson. That does not answer my question. 

Mr. Kearns. I cannot answer that question, and you will have to 
ask someone from the State Department, if you will, please. 

Mr. Sraeson. The administration is endorsing this bill with re- 
spect to underdeveloped areas. I have no doubt the purpose is to get 
dollars invested in those underdeveloped areas and to pay something 
for the hazard and risk involved in going in that area, by giving a 
certain tax preferential treatment. 

Now, do you favor that ? 

Mr. Kearns. Yes, sir; I believe that. 

Mr. Stmpson. You do not want to go beyond that point? 

Mr. Kearns. Yes; I believe the job that is to be done is of such 
great magnitude that the addition of private capital would augment 
and ong make more effective the public activities in which we are 
engaged. 

Mr. Srreson. You view it, then, as being in addition to the mutual 
xeurity program ? 

Mr. Kearns. At this time, yes, sir. 

Mr. Siarpson. Does the Department of Commerce favor tax prefer- 
aitial treatment for American investors here, big and small, domes- 
tically? That is with regard to sound tax adjustments? 

Mr. Kearns. I am not prepared to answer that, Mr. Simpson. 

Mr. Simpson. You would not oppose them, would you? 

Mr. Kearns. I would as a taxpayer always like an adjustment 
downward. 

The Cuarrman. Mr. Boggs will inquire. 

Mr. Boces. Going back for just a moment to the inquiries of the 
chairman, the expressions of the Department of Commerce insofar 
as the specific provisions of the bill are concerned are more or less 
identical with those of the Treasury Department, are they not? 

Mr. Kearns. Yes, sir. 

Mr. Boees. And the only one out of the six basic provisions in the 
bill that you have specifically opposed is the 14 points; is that not 
correct ¢ 

Mr. Kearns. I didn’t mention that we would oppose it. I said 
ve did not endorse it. 

Mr. Boces. Well, that is correct, and in essence that means that 
youare not for it. But the rest of the provisions you either endorse 
ot you endorse with certain limitation; is that not basically correct ? 

Mr. Kearns. Yes, sir. 

Mr. Bocas. Now, with respect to the 14 points preference provision, 
you of course are familiar with the fact that the Treasury Department 
recommended that to the Congress just a few years ago. I think it was 
in1953. You are aware of that history, are you not ? 

Mr. Krarns. Yes, sir. 
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Mr. Boces. You are also aware of the fact that if there be discrimin- 
ation in this area, it is very difficult to justify it on a geographic basis, 
Would you say that would be a fair proposition ? 

Mr. Kearns. I would say it is an interesting viewpoint. 

Mr. Boces. Well, I wouldn’t expect you to go into this aspect of the 
thing, but it has been brought up and it will be discussed as the hear- 
ings advance. I want to say that my own point of view is that it js 
awfully difficult to justify this preferential treatment if it is justified 
simply on the basis of geography. If it isa good policy, then it seems 
to me that it is good worldwide as well as in the Western Hemisphere. 

Now, in connection with Mr. Simpson’s examination, he pointed to 
the fact that under existing law an American corporation can estab- 
lish a subsidiary corporation and pay no tax at all on foreign invest- 
ment earnings, is that not correct 

Mr. Kearns. Yes, sir. 

Mr. Boaes. So that the tax deferral provision as set up in this bill 
is certainly no new or revolutionary concept in the law, is it? 

Mr. Kearns. No, sir, Mr. Boggs, and that is the reason I pointed 
out that this will have probably more benefit to small business than 
perhaps large sophisticated business, because I believe that small busi- 
ness by and large would be more inclined to use an American corpora- 
tion device rather than going abroad. 

Mr. Boaes. Well, now, you have had a lot of contact with American 
business both at home and abroad, have you not? 

Mr. Kearns. Substantial, yes, sir. 

Mr. Boces. Would you say as a general proposition—and I realize 
that all of these things have exceptions—but would you say as a gen- 
eral proposition that the average American businessman doing business 
abroad 1s a pretty good representative of the American free enterprise 
system and what it stands for in this conflict that we are in with the 

Mr. Kearns. Yes, sir; and in fact I am convinced that if we win this 


ideological battle, it will be won by our American businessmen ab 


who sell our system by doing things. 

Mr. Boces. The studies that you referred to—the Straus study and 
the Boeschenstein study—did they not both endorse the validity of fur- 
ther participation by private capital in our foreign economic policy? 

Mr. Kearns. Yes, sir; very emphatically. 

Mr. Boges, Did they not endorse in principle the concept in H.R. 5? 

Mr. Kearns. I believe so, although I don’t know all of the provisions 
were endorsed in general, 

Mr. Boaas. One of these studies was made under the direction of 
the Commerce Department, Mr. Boeschenstein’s study, and Mr. Straus 
study was made under the direction of the State Department, 1s that 
not right? 

Mr. Kearns. Yes, sir. 1 

Mr. Bocas. Actually, it was a fact that in principle they endorsed 
the basic concept of H.R. 5? 

Mr. Krarns. Yes, sir; I think that is a correct statement. 

Mr. Boces. Now, I don’t want to get any argument about the prob- 
lem that Mr. Simpson raised about reexport back into the Unit 


States, but I would only make this observation : 
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If you wrote such a provision into the law, would you not in effect 
be discriminating in favor of the foreign producer and against the 
American invested capital abroad, if this becamethelaw? 

Mr. Kearns. I believe that would be the result, or a foreign based 
corporation would be continued to avoid that restriction. 

Mr. Bocas. That would be one result, and then the other result 
would be this: Let us take any manufactured erticle assuming you 
could reimport it back into the United States—let us take an auto- 
mobile, for example. You would be saying to General Motors and 
Ford that they couldn’t export into the American market from their 
British or German subsidiaries. Would this not be a discrimination 
in favor of the totally owned British and totally owned German 
company ¢ 

Mr. Kearns. Definitely. 

Mr. Boces. The facts are, though, that this is not a major problem. 
Do you have any breakdown in the Commerce Department of the 
amount of American capital that goes abroad for this purpose that 
Mr. Simpson outlined ? 

Mr. Kearns. Not as much. We have some information that I 
would be glad to submit for the record. It isn’t conclusive, however. 

(The following memorandum was filed :) 


The Department’s Office of Business Economics is studying this matter. In 
connection with its Survey of American Investments Abroad, it has asked 


American investors abroad to supply information on their exports to the United 
States. This information is currently being reviewed and tabulated. Supple- 
mentary information is still being elicited. Consequently the Department is not 


yet in a position to provide the overall fruits of the survey relative to the ques- 
tion at hand, and it is unlikely to be able to do so until next year. You may 


be sure that as soon as the information is available, it will be provided to the 
committee. 


As of the moment we can only report that for the year 1955, American owned 
investments in manufacturing in Latin America had total sales amounting to 
$1,507 million, of which $35 million represented sales to the United States. 

Mr. Bocas. As a matter of fact, would it not’ be limited more or 
less to the extractive industries like oil and some of the mining enter- 
prises, like lead and zinc and copper? ; 

Mr. Kearns, Pretty generally, the only one that comes to my mind 
of any major oP tee arn in the manufacturing field in automobiles. 

Mr, Boaas. But the point is that this can be done right now, re- 
gardless of what happens on H.R. 5. 

Mr. Kearns. That is correct. 

_Mr. Boces. And of course in addition to that, if you adopt the 
limitations suggested by the Treasury Department, to which I am 
opposed, then of course you would have no problem from Western 
Lurope which is the most industrialized area in the world outside of 
the United States. Is that not true? 

Mr. Kearns. That probably is so. 

Mr. Boces. Well, they say they would limit the tax-deferred con- 
tept to the underdeveloped countries, whatever that means. 

Getting back just a moment to the broad general question that Mr. 
mpson asked you about the mutual security program, how much 
do you think would be involved in mutual security if we removed 
‘very penny of the private sector of investment abroad? To state 
iy question another way, suppose American business said flatly, “We 
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are not going abroad either through this device, or through the 
foreign subsidiary device or through the branch device,” and we had 
to rely in this competition that we are now faced with the Soviets 
on taxpayers’ money exclusively, how much do you think the Presi- 
dent would be asking us to appropriate in dollars ‘ 

Mr. Kearns. Mr. Chairman, I believe it would be impossible to 
match the Soviet capability on strictly a Government basis. As you 
know, they have complete freedom to do whatever they wish in the 
use of their resources. It seems to me that it would not only be that 
but it would be self-defeating of our purposes if we withdraw private 
operations in our activities abroad which would be the ultimate result 
of withdrawing of private investment. I don’t think that it is 
possible to measure this in dollars because it is my opinion that $1 
million invested abroad that takes with it the know-how and technical 
knowledge and the incentive, contributes a great deal more to the host 
country than the pure imposition of money can contribute, I don’t 
believe it is possible at all to find the money that you would have to 
appeogriene to replace what private investment can do and does do 
abroad, even today, and it should be expanded considerably. 

Mr. Boaes. Now, the idea that this is some vast discrimination in 
favor of investment abroad as against investment at home is interest- 
ing. I would like to explore that with you for just a moment. 

No. 1, as we pointed out a moment ago, this can already be accom- 
a by existing law, by the establishment of a foreign subsidiary. 

o what we are saying now is that if you abandon the American flag 
and you take the flag of Panama or some other place, you get complete 
preferential treatment, if it be preferential treatment. Is that not so! 

Mr. Kearns. Yes, sir. 

Mr. Boees. Under the terms of my proposal, when and if these funds 
were repatriated and go back into the stream of commerce in the 
United States, they would pay exactly the same tax rate as domestic 
earnings pay, do they not’ 

Mr. , Be Yes, sir; there is no suggestion otherwise. 

Mr. Boces. So that the minute these funds become competitive, they 
pay exactly the same rates as anybody else pays. Is that not true! 

fr. Kearns. Yes, sir. 

Mr. Boges. So that all we say is that as long as you use these funds 
abroad and we also assume that in doing so you are furthering the 
national policy objective of the United States, for that period of time, 
whatever it may be, you will be relieved of tax incidence within the 
continental limits of the United States; isn’t that so? 

Mr. Kearns. That is correct. 

Mr. Boaes. Have you in your contact with business organizations 
both at home and abroad found support for this bill or have you found 
opposition to it? 

Mr. Kearns. From our contacts, we have found almost unanimous 
support. From the study we made where we sent out these question- 
naires to 1,000 representative businessmen, the support was evident 
that this is one of the real burning issues in business people who are 
contemplating the possibility of investing abroad or who are now 
investing abroad. 

I think that I can safely say that this principle certainly has near 
unanimous support. 
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Mr. Boees. That is all. 

The CHarrMAN. Mr. Mason will inquire, Mr. Kearns. 

Mr. Mason. Mr. Secretary, as I understand this bill, it simply means 
this, that if I build a factory in Germany or England or any other 

lace abroad to provide jobs for foreign workmen, I get tax deferrence. 
fon plow back 100 percent of my profits into that business and expand 
and expand, and I will get this 14 percent advantage. But if I build 
a factory here to provide jobs for American workmen, the minute I 
get any profits, 52 percent, if it is up in that bracket, is collected, and 
Ican only plow back into my business for expansion purposes, we will 
ay, 48 percent. The minute I provide jobs for American workers 
Jam penalized, or if I provide jobs for foreign workers, I am given 
tax advantages. 

With 3 million people out of work here, perhaps, why should I be 
encouraged to invest my dollars abroad, rather than invest my dollars 
here in providing jobs for workers? That is the question I have in 
mind in connection with this bill. 

Mr. Knarns. Mr. Mason, I of course will confine my answer to 
purely the deferral provisions, and those that were covered in our 
formal response. I believe that there is ample evidence that the out- 
flow of American capital has been accompanied by an increase in 
markets for American goods through exports. Our studies would 
indicate that year after year, country after country, as American cap- 
ital has been invested, that American markets have also been devel- 
oped which produce sales of American goods that make jobs here at 
home. I don’t believe it results in a net loss of jobs by any means. 
In fact, quite the contrary. 

Mr. Mason. The fact is today that for the first time in about 100 
years the balance of trade between the United States and England 
sin favor of England and against the United States, and that is 
rapidly becoming true of the balance of trade between Japan and the 
United States, between Germany and the United States, and so forth. 
That means that their products, manufactured by their workers, com- 
ing into the United States in competition with the products made by 
American workers are cutting down the jobs of American workers. 

To be specific, I am told on good authority that 200,000 jobs in 
cotton manufactures here in the United States have been lost in the 
list 5 years due to the imports from Japan. 

With that situation that we are facing, should we encourage the 

building of factories abroad in order to provide jobs there rather than 
(o provide jobs for our own workers? 
_ Mr. Kearns. Mr. Mason, I believe the facts, if thoroughly exam- 
ied, would cast a little different light on this subject. In the first 
place, I believe we are interested in the overall benefit. of investment, 
iid by and large the production of countries that you mentioned has 
not been accomplished by American investment. 

Mr. Mason. No. It has been accomplished by the lowering of our 
riffs; that is why it happened. 

_ Mr. Kearns. As I eiieeebiond, the bill here is directed at American 
investment. I believe that in foreign trade, it is safe to say that we 
are now in a buyers’ market, and it does pose problems. It does not 
ean by any manner of means that we are out of the trade business. 


We have very substantial world trade. We intend to keep a very sub- 
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stantial world trade. There is no indication that we are going out 
of it by any means. 

Mr. Mason. By investing dollars abroad, is that going to encourage 
our world trade, or is that omg to compete with our world trade and 
the products manufactured here? 

r. Kearns. I believe it will increase our world trade. 

Mr. Mason. I believe just the opposite, Mr. Secretary. 

That is all, Mr, Chairman. 

The Cuarrman. Mr. Machrowicz will inquire. 

Mr. Macurowicz. First, I want to compliment the gentleman on a 
very fine statement. Isn’t it true that the tax deferral provided in 
this bill is already available to foreign corporations? 

Mr. Kearns. Yes, sir. 

Mr. Macurowicz. What you are doing actually today is encourag- 
ing U.S. corporations to incorporate American subsidiaries abroad, 
isn’t that right, to obtain the same benefits which are already available 
to large corporations which have foreign subsidiaries? 

Mr. Kearns. Yes, sir. 

Mr. Macurowicz. I notice you have not referred to the specific 
points in the bill but I wonder if you have any comment on section 5 
of the bill. 

Mr, Kearns. No, sir. I would defer that to the other witnesses. 

Mr. Macurowicz. That is all, Mr. Chairman. 

The Cuarrman. Mr. Baker will inquire. 

Mr. Baker. Would you place any time limitation on this deferral? 

Mr. Kearns. I would not, sir. I don’t believe that would be pro- 
ductive. 

Mr. Baxer. There is no time limitation in the bill, is there? 

Mr. Kearns. No, sir. 

Mr. Baxer. I might say, for example, that General Motors wants 
to enter the field. They move across the line in Canada from Detroit. 
They invest half a million dollars.. Under this bill they can defer 
their tax, which will be 52 percent, forever. They ship that little auto- 
mobile back here to the United States by the thousands. Is there any- 
thing to prevent that in the bill? 

Mr. Kearns. There is nothing to prevent it now, Mr. Baker, as you 
know. Under the foreign business organization, it is being done in 
very substantial amounts. 

Mr. Boces. Will the gentleman yield for just a moment? 

Mr. Baxer. Let me ask a question or two. I want to pursue that a 
little further. 

I realize that this is a serious problem. I have different ideas of 
remedying it. Let us goa little further. Why, other than the extrac: 
tive industry, oil and gas, and so forth—I know why they want to go 
abroad, to get something maybe that they can’t get here—why doe: 
business want to establish abroad? Will you answer that? 

Mr. Kearns. Ican answer it. To make a profit. 

Mr. Baxer. Yes, sir. In order to make that profit, or the reason 
they can make that profit abroad—and please tell me if I am right or 
wrong—first is the very, very much lower wage rates, and secondly 
very much lower taxes. Is that a fair statement or not? 

Mr. Kearns. Not always. I think the picture, to put it in proper 
perspective, will show that there are some areas where the wage rates 
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are lower. Some areas where the taxes are higher. Some areas 
where the competition is considerably less. There is always the con- 
sideration that wherever the profit is high, the risk is generally 
greater also. What you hope to do in this case is to offer some amelio- 
ration of the year-by-year risks so that the business, when it goes 
abroad, has at least a fighting chance of succeeding by not having its 
income that it earns, namely, profits, drained off so that it can’t meet 
the risks that are involved. 

Mr. Baker. Let us put it in simpler fashion. What is the No. 1 
reason for establishing abroad? What is the No. 1 incentive? 

Mr. Kearns. The No. 1 incentive? 

Mr. Baker. Yes. 

Mr. Kearns. To make profit after taxes. 

Mr. Baker. I understand that. What is the No. 1 reason for mak- 
ing better profits? Is it lower wages? 

Mr. Kearns. No. The No, 1 reason to make profits? 

Mr. Baker. No. The No. 1 reason for going abroad. Surely you 
understand what I am talking about. The “factor,” if you want to 
use that word. 

Mr. Kearns. The No. 1 factor? 

Mr. Baker. Yes. Let us use the word “factor.” 

Mr. Kearns, The No. 1 factor probably would be to participate in 
amarket that is abroad. 

Mr. Baxer. I am not talking about that. I am talking about if I 
had a million dollars to invest, and I am trying to decide whether to 
build a plant here or in Mexico or Canada, stil] leaving the extractive 
industry out; the first thing I am going to think about is what factors 
go into making a profit. The biggest factor in any manufacturing 
concern is labor or wages. 

Mr. Kearns. The No. 1 reason, looking over the manufacturing fa- 
cilities that have gone abroad through private investment, has been to 
satisfy a need in the host country, or the immediate area. There is 
some incidental investment that has gone abroad and resulted in the 
ipa of goods which have been reexported to the United States. 

ut this has not been the general practice. 

Mr. Baker. I am trying to get down to earth in the matter. Let us 
take a dollar of operating money. What portion of that dollar, gen- 
erally pera, is represented by wages? Is it 60 cents, 20 cents, 70 
cents, or what ? 

Mr. Kearns. I don’t think you can generalize. 
range of investments from low to high wage costs. 

Mr. Baxer. Let us go back to the automobile. What part of the 
dollar that goes into producing an automobile is made up of labor, 
and so forth ? 

Mr. Kearns. I don’t know, sir. 

Mr, Baker. You have no idea? 

Mr. Kearns. No, I do not. 

Mr. Baker. You should. 

Mr. Kearns. I can find out. I will submit it for the record. 

Mr. Baxer. You don’t have any idea? 

Mr. Kearns. I don’t have, no, sir. 

Mr. Baxer. Let us carry this concept a little further. I realize the 
basic reason—and I am not opposing it—if we can substitute such a 
system as this completely for mutual security, is that it can expand 
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our world trade. It is a substitute for foreign aid, if you want to cal] 
it that. Also to get the idea of domestic corporations forming foreign 
subsidiaries or affiliates. Then the basic idea is good. But what 
would prevent the moving of all American industry, let us say, 10 
miles into Canada and paying no taxes? If it is good for one fellow, 
it is good for everybody. 

Mr. Kearns. As a matter of fact, it must be realized that while the 
American market is tremendous with 177 million people, and most 
American producers by far produce for the American market, there 
are still 3 billion people outside of the American market that offer 
opportunities for American business. In many cases you cannot 
meet that with production in the United States. 

Mr. Baker. is there anything in the bill or the portion of the bill 
that you endorse that would prevent all or substantially all of the 
American business moving to Canada or Mexico? 

Mr. Kearns. No, I don’t think so, except the economics of the 
matter. 

Mr. Baker. This next question should probably be addressed to 
the Treasury. I assume you collaborate with the Treasury. If we 
should pass this one section of H.R. 5, what would be the revenue ef- 
fect, let us say in fiscal 1961, 1962, and 1963 ? 

Mr. Kearns. I would defer on that answer to the Treasury De- 
partment. 

Mr. Baker. That is all, Mr. Chairman. 

Mr. Boces. Mr. Chairman. 

Mr. Baker. I will yield to Mr. Boggs, if the chairman will permit. 

Mr. Boces. This is just to get something in perspective, if I may. 
The idea that this bill is designed for American capital to go some- 
where else and reexport to the United States is about as far from my 
mind as anything could be. We will develop thisas we goalong. Take 
Canada, as an example. In the first place, I think Canada has a tax 
rate of 50 percent. It may be a little less or a little more. In the 
second place, in the case of the specific industry mentioned, the auto- 
mobile industry, Canada is so afraid of American competition in the 
automobile industry that they have a very high tariff against Ameri- 
can automobiles. We make an automobile in the United States so 
much cheaper than they can make one in Canada that it is not even 
close. So the idea that you can establish a plant in Canada making 
automobiles and reexporting to the United States, from the economic 
point of view, is completely unrealistic. 

The Cuarrman. Are there further questions? Mr. Knox will in- 
quire. 

Mr. Kwox. Mr. Secretary, I was greatly interested in the colloquy 
between Mr. Mason and yourself relative to the American industry 
which would locate abroad and that it would increase our exports into 
that respective country. 

Would you inform the committee just what you had in mind when 
you madé that statement ? 

Mr. Kearns. Yes, sir, I would. As a study, we went back to 1919 
and charted the course of American investment abroad by years as It 
compared with the U.S. receipts from the export of goods. I can 
submit this for the record, but the chart shows that year by year, with 
one exception—in 1950, when there was a slight upsurge—the direc- 
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tion of American sales abroad has followed identically with the 
direction of American investment abroad. 

We also have seen in specific countries where our investment has 
een followed by sales—I can point to Canada, for example—where 
we have the greatest investment in Canada, we also have the greatest 
export sales. This is true country after country. I can submit for 
the record the complete chart of the relationship which I think will 

rove almost beyond a shadow of a doubt that the sales of American 
products, that make American jobs, follows investment of American 


capital. 

Mr. Knox. Mr. Secretary, that was in the period prior to this legis- 
lation which is pending before use now with respect to the deferral 
treatment as far as income is concerned; is that not true ? 

Mr. Kearns. Iam sorry, sir. 

Mr. Knox. That was prior to the present time that we are con- 
sidering the legislation which would give deferral treatment as far 
asincome is concerned ? 

Mr. Kearns. The purpose of the legislation is to encourage addi- 
tional investment in the expectation that it will also carry with it 
additional export sales. I think this is a armen A true when you call 
upon the pool of smaller and medium-size business, who when they go 
abroad, will use American products to develop their plants and feed 
them. 

Mr. Knox. I am asking these questions purely for information so 
that we may have some concept of what this legislation should con- 
tain. With the deferral treatment, is it not possible—for instance, 
here is an industry which moves into Germany for the purpose of 
producing eneneciieal and the fact that Germany does not have 
sufficient steel or the capital to go ahead and erect the necessary 
steel plants—then you would find that American capital would prob- 
ably construct the steel plant instead of exporting the steel for the 
construction of the automobile. You would also be producing the 
steel in the respective country, such as Germany. Then we get back 
into the electrical field where we have the question of powerplants 
which normally we would say would create a terrific response of 
American industry to produce refrigerators and stoves and all the 
necessary appliances. Is it not true that American capital would 
be erecting the plants there to produce those particular appliances 
in order to satisfy the demand in the foreign countries? 

Mr. Kearns. I think that is possible. However, I would like to 
point out, if I may, the interests of the Department of Commerce, 
which are to expand and develop the export trade of the United States. 

Mr. Knox. May I say at that point that I am also interested in de- 
veloping our export trade? But I do not want to see us get into a 
bind where we are unable to get out of it by some act of Congress that 
is going to give preferred treatment to American industry that invests 
abroad. I am not saying I am for this bill or opposed to it. I am 
merely seeking to get information so that we may come up with a 
final determination and a correct answer to the problem. 

Mr. Kearns. Let me point out that in expanding our export trade, 
Mr. Knox, we must have customers that have some capability of buy- 
ing—in other words, some means of generating buying power. If our 
investment goes abroad and increases the economic development of 
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these countries in the world, they become better customers because 
they have something to buy with. The poorest customers we haye 
are those who have no exchange and no means of developing exchange, 
This is one of the ways that private capital develops markets for. 
American goods. This is the reason why we, in the Menareaun of 
Commerce, are interested in this proposal. | 

Mr. Kwox. There is no question in my mind that your intent is for | 
the best interests of the United States. I am not questioning that at 
all. However, I am wondering in the long range what the develop- 
ments may be. That is the reason for these questions. 

There is one other question that disturbed me, to which I have not 
been able to get the answer, but possibly you can enlighten me on it. 
That question is relative to U.S. capital that goes into a foreign coun- 
try. It goes in in the form of American dollars, does it not? 

Mr. Kearns. Usually, yes. 

Mr. Kwox. Then, after the operations begin, we export the product 
from the investment back into the United States, that is purchased 
with U.S. dollars, is it not? 

Mr. Kearns. Yes. 

Mr. Knox. Then in the operation of the industry in the respective 
country, how are their laborers paid? Are they paid in the local cur- 
rency or U.S. currency ? 

Mr. Kearns. In most cases I presume they would be paid in the local 
currency. 

Mr. Kwox. In that respect, then, it would be necessary for the op- 
erating comipasty to convert their U.S. dollars into local currency; 
would it not ? 

_ Mr. Kearns. That would be one of the steps in some cases; yes, 
sir. 

Mr. Knox. Is it not true that, when you get into that particular 
field, then the exchange bank, as far as the currency is concerned, 
would send the American dollars back to the United States and demand 
gold for them ? 

Mr. Kearns. I believe it is necessary to clarify here the picture 
to a degree. Most American investment abroad—for example, in 
manufacturing facilities—goes in the form of building the facility 
and equipping it. Our experience would indicate that the equipment 
would have been purchased in the United States for the dollars. So 
actually under the million investment in country X it would not 
have meant a million dollars placed in that country. It would have 
been the equivalent in equipment that would have been purchased here 
to a very large degree. a I want to point out the statement I 
made before. Most American investment goes abroad in manu- 
facturing or productive facilities, outside of the extractive areas, to 
satisfy a mnathont within that area, rather than a market here. 

Mr. Knox. Sir, I agree with you that there is no question but that 
the equipment for the plan to be constructed in the respective coun- 
try would possibly come from the United States. However, there 
is a construction period and the cost of construction that certainly 
would be done with the local labor, would it not ? 

Mr. Kearns. To as great a degree as they could, of course. 

Mr. Knox. You have no apprehension relative to this question as 
far as American dollars are concerned, and converted into local cur- 
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ency, and the American dollars sent back to the United States in 
demand for gold ? rity 

Mr. Kearns. No, sir. I mentioned in my statement that this is a 
iwo-way flow. The experience has established the fact that American 
investors do repatriate their capital even though today under the 
foreign business corporation they can establish in tax-saving countries, 
they can leave it abroad. They still do bring it back and pay the tax 
mit. I don’t believe that pattern would be changed a bit. I think 
the outflow and inflow aa remain somewhat in balance. 

Mr. Knox. There is one other question, and that is relative to coun- 
ries which prohibit profits earned being returned to the United 
States in the form of currency. How | foreign countries are there 
that prohibit the shipping of profits back to the United States? 

Mr. Kearns. I will have to submit that for the record, Mr. Knox. 
[don’t have that readily in mind. 

(The answer to the question asked above follows :) 


No country of the world absolutely prohibits withdrawal of profits on invest- 
nents. The extent of country restrictions is revealed as follows: 

Afghanistan: The profits on investments registered under the foreign invest- 
ment law may be withdrawn at an annual rate not to exceed 15 percent of the 
registered capital in any year. 

Argentina : Investment profits may be withdrawn freely. 

Australia: Investment profits may be withdrawn with approval of exchange 
wthorities. Approval freely given to U.S. investors. 

Austria: Profit withdrawals allowed in conformity with agreement arrived 
atwhen capital entry was authorized. 

Belgium-Luxembourg: Investment profits may be withdrawn with approval of 
exchange authorities. Approval freely given to U.S. investors. 

Bolivia : Investment profits may be withdrawn freely. 

Brazil: Investment profits may be withdrawn freely. 

Burma: Remittance of income arising from investment is permitted freely on 
application to exchange authorities. 

Ceylon: Remittance of income arising from investments is permitted freely on 
application to exchange authorities. 

Chile : Investment profits may be withdrawn freely. 

China (Taiwan) : Cabinet approval necessary for withdrawals in excess of 15 
percent of capital. Otherwise free. 

Colombia : Investment profits may be withdrawn freely. 

Costa Rica: Up to 10 percent at the official rate (5.60 colones to the dollar) 
and without limit at free market rate (6.65 colones equal one dollar). 

Denmark : Investment profits may be withdrawn freely. 

Ecuador: Registered investments may withdraw a fixed percentage (no less 
than 12 percent) at the official rate of exchange with remainder at free rate. 
Allother investments may withdraw all profits at free rate. 

Ethiopia: Freely permitted in conformity with schedules set up by Government. 
» mm Free withdrawal for foreigners permanently residing outside of 

nland. 

France: Income accruing to nonresidents in the form of profits, dividends, 
ind royalties, is remittable, subject to supervision. 

Germany : Investment profits may be withdrawn freely. 

Ghana: Freely with approval of exchange authorities. 

Greece: Approved foreign investments may withdraw earnings not to exceed 
2 percent per year. 

Hong Kong: Investment profits may be withdrawn freely. 

Iceland: Withdrawals subject to individual approval, and if granted they are 
subject to a 55-percent surcharge. 

India: Profits on investments can be withdrawn freely with official approval. 

Indonesia: Profit withdrawals subject to stringent and involved restrictions 
of the Foreign Exchange Institute. 

Iran: Registered investments may withdraw profits freely with right of 
Government to employ percentage limitation at times of exchange stringency. 
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Iraq: Remittance of reasonable profits permitted on application to authorities, 

Ireland : Free withdrawals on approved investments. 

Israel: The annual transfer of profits up to a maximum of 10 percent of 
approved investments is allowed. 

Italy : Approved investments can withdraw profits freely. Other investments 
may not withdraw annually an amount greater than 8 percent. 

Japan: Unrestricted withdrawal of profits on investments approved by Japa- 
nese Government. 

Jordan: Investments approved under investment law entitled to withdrawal 
of profits without limitation. 

Korea: Subject to decision of Ministry of Finance on a case-by-case basis. 

Lebanon: Investment profits may be withdrawn freely. 

Libya: Profits on capital, registered under investment law, may be withdrawn 
freely. 

Federation of Malaya: Profit remittances subject to approval, which is nor- 
mally given freely. 

Morocco: Subject to agreement between investor and Government. 

Netherlands: Some investments entitled to withdraw up to 15 percent per 
annum. No restriction on withdrawal of earnings of other investments. 

Nicaragua: Investments registered under terms of investment law of 1955 
may withdraw profits without limitation at official rate of 7 cordobas per dollar. 

Norway: Withdrawals limited to a 6-percent return. 

Pakistan: Government has declared it will allow free withdrawal of profits. 

Paraguay: Investment profits may be withdrawn freely. 

Peru: Investment profits may be withdrawn freely. 

Philippine Republic: Remittances abroad of profits earned after September 30, 
1958, have been suspended pending restudy of the present remittance formula 
and general remittance policy. 

Saudi Arabia: Investment law allows revision of profits at rate of up to 20 
percent of investment per annum. 

Spain: Profit withdrawals are subject to case-by-case approval of exchange 
authorities. 

Sudan: Profits on capital registered under investment law can be withdrawn 
freely. 

Sweden: Approved investments may withdraw moderate amounts of profits 
(in practice, and amount equal to about 8 percent of capital per year). 

Thailand: Approved investments can withdraw profits freely. 

Tunisia: Investments classified as “productive” can withdraw profits freely. 
All other investments limited to profit withdrawals not to exceed an amount 
equal to 8 percent of capital and withdrawals cannot begin until 2 years after 
investment. 

Turkey: Registered capital can withdraw profits freely. 
wa” of South Africa: Returns from foreign investments may be withdrawn 

eely. 

United Arab Republic (Egyptian section): Profits on approved investments 
can be withdrawn freely. 

United Arab Republic (Syrian region) : Profits may be withdrawn freely. 

United Kingdom: Permission of exchange control authorities required— 
usually freely granted on approved investments. 

Uruguay: Profits may be withdrawn freely. 

Republic of Vietnam: Approved investments are currently being allowed to 
withdraw 70 percent of their profits. 

Canada: Profits may be withdrawn freely. 

Cuba: With prior approval, profits may be withdrawn freely. 

Dominican Republic: Profits may be withdrawn freely. 

El Salvador: Profits may be withdrawn freely. 

Guatemala: Profits may be withdrawn freely. 

Haiti: Profits may be withdrawn freely. 

Honduras: Profits may be withdrawn freely. 

Mexico: Profits may be withdrawn freely. 

Panama: Profits may be withdrawn freely. 

Venezuela: Profits may be withdrawn freely. 

Liberia: Profits may be withdrawn freely. 

New Zealand: Profits may be withdrawn freely, subject to formal approval of 
Reserve bank, 
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ba Profits are being withdrawn freely, subject to approval of Bank of 
tugal. 
a : Profits may be withdrawn freely. 

Mr. Kwox. That is all, Mr. Chairman. 

The CHatrman. Are there further questions? Mr. Betts will 
inquire. 

Mr. Berts. I would like to clear up one question which I understood 
Mr. Boggs asked to make sure I understood correctly. As I under- 
stood he asked you, “When funds become competitive, then they lose 
their tax preference.” You said “Yes”? 

Mr. Kearns. Iam sorry, I didn’t catch the one word. 

Mr. Berrs. When funds become competitive, then they lose their 
tax preference. Is that the question ? 

Mr. Boees. If I understood your question correctly when profit is 
repatriated and comes back to the domestic commerce of the United 
States. It is just like “1 other earnings. ‘There is one other thing 
we should clear up, Mr. Betts. The case that Mr. Simpson and Mr. 
Mason made about reexporting back into the United States, under the 
provisions of this bill those earnings would not be from foreign 
sources, and they would be subject to taxation at the 52 percent rate. 

Mr. Berrs. I wanted to be sure I was clear on that point. As I 
understood, the preference was lost when the income starts coming 
back to the United States. 

Mr. Kearns. My interpretation of the question of Mr. Boggs was 
when the dollars come back in, they would be taxed at the same rate 
as those earnings which were made here. 

Mr. Berrs. I wanted to make sure that I understood, because as 
the question was asked, it appeared that the minute the funds became 
competitive, they lost their tax preference. There is still competition, 
even though the tax is deferred. 

Mr. Kearns, I think that competition was not the word that ee 
really would intend to use there. What you meant was when the dol- 
lars entered the money stream of the United States they were on the 
same basis as the dollars earned here. 

Mr. Berts. On the first page of your statement you say that the only 
reason for this bill apparently is to permit American companies to 
make money and better serve the consumer. Do you mean the Ameri- 
can consumer ¢ 

Mr. Kearns. No, the consumer of the product of the American 
company wherever he is. The purpose of the American investor go- 
ing abroad is to make dollars. 

{r. Berrs. That is right. 

Mr. Kearns. He makes those dollars by serving some consumer, 
wherever the consumer is. 

Mr. Berrs. It could be the American consumer. 

Mr. Kearns. It could be anyone, yes, sir. 

Mr. Bers. That is all. 

The Cuarrman, Mr, Bosch will inquire. 

_ Mr. Bosc. Mr. Secretary, as one of those opposed to foreign aid, 
it stands to reason that anything that will bring about a termination 
of that program would meet with my approval. There is, however, 
one thing that disturbs me. Under the present tax laws as I under- 
stand them, an American corporation that wishes to operate abroad 
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can establish a subsidiary for its operations in one of two fashions, 
It can incorporate a subsidiary in this country and pay its U.S. taxes 
on the profits. Or it can incorporate a subsidiary in a foreign coun- 
try. If it follows this second course, incorporating subsidiary abroad, 
doesn’t it secure for these subsidiaries substantially the same privi- 
leges of deferral of U.S. taxes as those offered in this bill to the go- 
called foreign business corporation ? 

Mr. Kearns. Yes, sir, that is exactly right. 

Mr. Boscu. If it does, then why the necessity of this legislation? 
Mr. Kearns. We believe that it is desirable to make these benefits 
available to all segments of business, not necessarily those that are 
sophisticated and have the operations in foreign affairs. We believe 
it is desirable to bring them under regular American corporation 
organization. We believe it is desirable for this country, and that it 
would be desirable in furthering our international affairs. 

Mr. Boscu. What would make the procedure under this bill so 
much easier than the procedure now available ? 

Mr. Kearns. It would be possible under a foreign business cor- 
poration operated under this bill for an investor to invest or to oper- 
ate in several countries and transfer from country to country. It 
would be possible, I believe—and this goes back to my extensive 
experience in small business—for a relatively small business to have 
the simplicity and the interest of an American corporation, and we 
believe that this is most essential if we are to further our economic 
aims of showing the world that our system is the best and of develop- 
ing friendly attitudes toward our production and toward our people. 
This cannot be done alone by the big corporations, by those who have 
had the experience in using foreign business corporations. 

Mr. Boscu. Mr. Secretary, I sort of feel that we have had 12 years 
of experience in this field in foreign aid, and it has cost us a little 
over $72 billion, and I don’t see that we have made any progress in 
selling the American point of view in the foreign countries. Would 
you make any comment on that ? 

Mr. Kearns. I believe that generally speaking American business 
where it is located around the world has very, very friendly relations 
with the people of the country wherever located. I believe they are 
by far the best representatives of our system. I would like to see this 
base expanded. I believe this proposal will serve to help expand it. 

Mr. Boscu. In other words, this would be more of a matter of na- 
tional pride of making the American viewpoint available to the for- 
eign or country ? 

“Mr. Kearns. N o, sir. In this case you can have both. In this case 
it is good business. I pointed out in my prepared remarks that $13.5 
billion has been received in this country over the past 6 years for in- 
vestments that have been made in the past. This is of very substan- 
tial economic and commercial benefit to this country. I believe it 1s 
possible through this means to increase the markets of American 

roducts. . Certainly if an American invests in a distributing plant 
in Latin America, he has the opportunity to sell American products. 
I think this is one case where our desires politically and economically 
are entirely parallel. 

Mr. Boscu. Do you believe, Mr. Secretary, that under this legisla- 
tion the foreign countries and the underdeveloped countries would 
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be stimulated to stand firmer with this type of investment and that 
this would eventually result in a termination of foreign aid ? 

Mr. Kearns. I believe the stronger we can build the private sector 
in the various countries of the world, the stronger they will be for 
the type of political economy that we feel we can live under. 

Mr. Boscu. I have my doubts, Mr. Secretary. 

That is all, Mr. Chairman. 

Mr. Boaes. Mr. Chairman, just one other question. 

Mr. Secretary, what we are talking about is private enterprise in 
these countries, is it not ? 

Mr. Kearns. Yes, sir. 

Mr. Boces. We are talking about the same system that now exists 
inthis country ¢ 

Mr. Kearns. That is right. 

Mr. Bocas. When you talk about a foreign country—take any one, 
Brazil, for instance—we find there an operation which has brought 
American merchandising methods to a country that did not have 
them before. We have not taken anything away from the American 
market. We have added to the American market and developed a 
new one in Brazil, isn’t that so? 

Mr. Kearns. That is exactly the purpose. 

Mr. Boees. And it has not cost the taxpayers a penny; has it? 

Mr. Kearns. No, sir. 

The Cuarrman. Mr. Curtis will inquire. 

Mr. Curtis. Mr. Chairman, I want to apologize for not having 
been here sooner. I have read the Secretary’s statement. Possibly 
the questions I will ask have been answered in previous interrogation. 

First of all, let me ask, is the Department satisfied with the opera- 
tion of the Western Hemisphere trading corporation law? Has it 
proved to be advantageous in South America ? 

Mr. Kearns. I would not be able at this time to give you an evalua- 
tion of that, Mr. Curtis. I am sorry. I have not got into it to that 
extent. 

Mr. Curtis. Isn’t this in essence an extension of that principle? 

Mr. Kearns. We are only at this time from our position as ex- 
pressed in our formal comments on the bill commenting upon the one 
provision ; that is tax deferral. 

Mr. Curtis. I appreciate that, but the same principle exists in the 
Western Hemisphere Trading Corporation Act, does it not? 

Mr. Kearns. It is safe to say that our investment in the Western 
Hemisphere has been very substantial and accounts for about 33 per- 
cent of our total investment now, if I have the figure correctly. It is 
35 percent. We believe it has had a very beneficial effect upon our 
_ relations. We believe it could be expanded in other areas of 
the world. 

Mr. Currts. To me it is very disappointing—in fact, I don’t know 
how to go on with my questions—and I am rather amazed that the 
Department would come up here and testify with regard to a bill that 
in essence intends to expand that theory, if the Department is not in 
1 position of pointing out how well the theory has worked under the 
Western Hemisphere Trading Corporation Act. I personally 
thought it worked out very well. I would like a little substantiation 
of that. I don’t want to just go on theory, I want to go on a little 
experience. 
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My next question was going to be wherein did you feel that the 
Western Hemisphere Trading Corporation Act was deficient and 
could be made better? My next question would then be, does the 
provision for the Boggs bill supply those lacking features and why. 
Then I would ask questions where the Western Hemisphere Trading 
Corporation Act was deficient in regard to equity as between Amer- 
ican concerns—and I suggest to you, sir, that it is—and although we 
have been helping our investments in the Western Hemisphere, it has 
worked to the disadvantage of small business. 

I notice in your statement you pay a great deal of attention to the 
problems of small business. Possibly not being able to ask the line 
of questions I just suggested, I will ask you these: 

Does the Department of Commerce favor the selling of American 
products abroad ? 

Mr. Kearns. American products abroad ? 

Mr. Curtis. Yes. 

Mr. Kearns. Certainly. 

Mr. Curtis. Does this not cause some resentment in the countries 
which are manufacturing their own products in the home country? 
Don’t we have some conflict, or do we ? 

Mr. Kearns. I am sure in world trade you always have competitive 
situations that cause some conflict. 

Mr. Curtis. That has led, as I understand it, the Treasury or State 
Department to oppose the selling of American goods abroad unless 
there is a substantial investment abroad. Are you aware of that! 

Mr. Kearns. No, I am not, sir. 

Mr. Curtis. That is the problem that we have run into in the West- 
ern Hemisphere Trading Corporation Act, where small businesses 
who want to go into the Latin American market in competition with 
large businesses find that through the interpretation of the law, and 
where title passes to the goods they sell is regarded as New York, and 
therefore they do not get the benefit of the act, and they are not in 
the financial position to establish even warehouses in the Latin Amer- 
ican countries. Therefore as far as their competitors in the U.S. 
domestic market are concerned, they find they cannot compete with 
them abroad. The reason given is the reason I have stated, that the 
State Department seems to oppose the selling of American goods 
abroad unless there is a substantial investment abroad. 

I would have wanted some comment on that, and also whether or not 
you felt that the Boggs bill corrected that particular situation as far 
as the small companies are concerned. Do you think it does? 

Mr. Kearns. Mr. Curtis, I believe that the other witnesses will be 
able to answer your questions. The only thing I want to point out 
is this. 

Mr. Curtis. I want the Department of Commerce comments on 
these questions. I know the other witnesses will have their comments. 
This is the Department of Commerce. 

Mr. Kearns. I don’t want to be interpreted that we are critical of 
the Western Hemisphere Act at all. However, I point out that the 
response that we made to the Boggs bill referred specifically to the 
ae provisions which are not part of the Western Hemisphere 

ct. 

Mr. Curtis. I appreciate that. 
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Mr. Knarns. We believe that those provisions applied on the basis 
that was suggested would have a very beneficial effect. 

Mr. Curtis. The Boggs bill is different. I appreciate that. In order 
to discuss the Boggs bill with intelligence, I think it is necessary to 
discuss the Western Hemisphere Trading Corporation Act, which 
applies similar principles, and this is an extension. Part of the 
Boggs bill, as you well know, extends the Western Hemisphere Trad- 
ing Corporation Act—on page 14, section 4—to international trade 
erporations. So we are going one step further. Essentially we are 
talking about the same economic theories. 

Mr. Kearns. It is the purpose of the Western Hemisphere Trading 
Act to encourage investment in Latin America and the Western Hemi- 
phere. In the Latin American countries it is 35 percent, and in 
Canada it is 33 percent. If that is the purpose, and I believe it was, 
itis working. fee may have been some inequities, and there may 
have been some problems. 

Mr. Curtis. Iam afraid your mind operates a little differently than 
nine. I say there is a presumption that it might have worked. I per- 
snally think it has worked. There are a lot of other reasons why 
our people might have invested in Latin America, historical and other 
masons, entirely apart from a favored tax position. So although 
there may be a presumption because we have 35 percent, I would like 
to know what it was before this Western Hemisphere Trading Cor- 
poration Act came along. If it was 50 percent then and now it is 
3) percent, you would say maybe it worked the other way. I can’t 
agree with you that just by the two facts that you can reach that 
conclusion. 

I can see, Mr. Chairman, that my line of questioning is not going 
toget anywhere. I have stated my questions for the record. I wonder 
ifthe Department would look them over and supply a statement later 
unswering those specific points 

Mr. Kearns. Yes, sir. 

The CHarrMAN. Without objection it will be included in the record. 

The Cuarrman. Mr. Alger will inquire. 

Mr. Areer. Mr. Chairman, I would like to ask the same thing, that 
the record be left open to answer several questions. The Secretary 
need not answer now, but furnish the answers for the record. 

The Cuarrman. Without objection it is so ordered. 

Mr. Acer. These are the questions: Hasn’t the U.S. investment 
abroad already greatly increased without these tax incentives? I was 
impressed by an article in U.S. News which pointed out the terrific 
= of business abroad without the provisions of this bill. 

econd, Wouldn’t and haven’t U.S. businessmen invested wherever 
there is likelihood of profit without these tax incentives 

Third, Won’t domestic industries that do not and will not invest 
abroad be loaded more heavily with taxes because business who invest 
abroad are forgiven to a degree or the taxes deferred? Is this equita- 
ble and fair to all industry ? 

The second part of that question would be this: Won’t other tax- 


age have to pick up the tab for this help we are giving our industry 
abroad 2 
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Fourth, Would you favor this legislation in the Department of Com- 
merce if by tax deferral there resulted a deficit in the U.S. tax 
position ¢ 

Fifth, Is this tax coercion or bribery in any sense, rather than a tax 
return without strings attached? As I summarize your statement, it 
is simply this: The taxload is too heavy on industry today, and all 
industry investing abroad with many representatives here, naturally 
want tax help. That is to be understood. 

Sixth, To what degree are we talking about this as_an economic 
matter with this tax subsidy, or is it, or will it, become a State Depart- 
ment matter? In the future, in return for getting this temporary tax 
help or relief, what further right will be given to the Government or 
the State Department to manipulate the businessman in the future? 

Finally, What is the relationship, if any, between this tax incentive 
for foreign investment and Government insurance against loss in the 
many nations now where the United States stands behind foreign 
investments by U.S. businessmen ? 

Those are the questions I have in mind. If we can leave the record 
open, if there is anything you would like to add to that, Mr. Kearns, 
I would certainly appreciate it. 

Mr. Kearns. Thank you. We will be happy to answer the ques- 
tions. 

(The answers to the above questions are as follows :) 


The answers to Mr. Alger’s questions are as follows: 

Question 1. Our experience reveals that it is extremely difficult to single out 
one factor as the reason for making a foreign investment. Basic to any invest- 
ment—be it in manufacturing or resource extraction abroad—is profit. The 
tax burden on the investment will, of course, exert an important effect on 
profits—to the extent that taxes are lowered, profits will be greater, all other 
things being equal. 

In 1950 our total direct investment abroad amounted to less than $12 billion. 
By 1957, the latest available year, this investment had increased to over $25 
billion. During this period only minor changes were made in the rules govern- 
ing the U.S. taxation of income earned abroad. One must therefore conclude 
that, if any tax incentive has vitally affected the decision to invest, it was a 
foreign tax incentive given to the investor, and that he was able to utilize 
existing U.S. tax law so that the foreign tax incentive was not blunted (eg., 
by use of a foreign corporation, coupled or not with a tax sanctuary corpo- 
ration), 

Question 2. In many areas of the world, U. S. businessmen are slow to invest 
because the additional profit to be gained from such investments is not sufficient 
in relation to other available opportunities or because the profit is not com- 
mensurate with the risks to be assumed. Tax incentives which make for 
greater profitability may well reserve both of these equations. 

Question 3. The administration is not now recommending that taxes be for- 
given—merely that they be deferred. As a result there need be no loss of 
revenue and therefore no additional tax burden on any taxpayer, over the long 
term. In addition, the economic advantages which will, in all likelihood, flow 
from U.S. tax deferral on income earned abroad may well serve, in the future, 
to lower the tax burden on all of our citizens and companies. 

Question 4. We need not face a tax loss under the administration proposal 
to defer U.S. tax on income earned abroad. Consequently the proposal D 
not be evaluated on this basis. : 

Question 5. We are merely seeking, for reasons of foreign economic policy, 
to encourage investment in one of the few ways open to a democratic govert- 
ment; that is, by deferring the tax impact on the profitability of investments 
in areas in which we think those investments are needed. 

Question 6. We are talking about a matter of foreign economic policy which 
affects every one of our citizens and companies. Taxation is a burden impo 
upon them by their Government. If the general good will be served by tem- 
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porarily deferring a part of this burden, the decision to do so will be arrived 
at by the Congress, not by one or more of the executive agencies. 

Question 7. A part of the bipartisan foreign policy of our Nation is directed 
to assisting in the development of the less developed nations of the world. It 
js hoped that private business will play an increasingly larger role in imple- 
menting this policy. It is recognized that, in some countries, conditions are 
such as to discourage the entry of American investment. We have therefore 
taken a number of steps to overcome some of these conditions. One such step 
is the investment guarantee program. It is hoped that the enactment of tax 
deferral would be another appropriate step to encourage the flow of our invest- 
ment to the less developed areas of the world. 

The Cuarrman. Are there any further questions? If not, we thank 

ou, Mr. Kearns, for coming before the committee and giving us the 
thinking of the Department of Commerce on this matter. 

Mr. Kearns. Thank you, Mr. Chairman. ; 

The Cuarrman. Our next witness is the assistant to the Secretary 
of the Treasury, Hon. David Lindsay, accompanied by Mr. Glasmann 
and Mr. Gordon. We welcome you back to the committee this morn- 
ing, and we are pleased to have you testify on this matter. You are 


recognized. 


STATEMENT OF HON. DAVID A. LINDSAY, ASSISTANT TO THE 
SECRETARY OF THE TREASURY; ACCOMPANIED BY JAY GLAS- 
MANN, ASSISTANT GENERAL COUNSEL, AND NATHAN GORDON, 
CHIEF, INTERNATIONAL TAX STAFF 


Mr. Linpsay. Thank you, Mr. Chairman. We are pleased to ap- 
pear before your committee today to present the view of the Treasury 
Department on H.R. 5, a bill entitled “Foreign Investment Incentive 
Tax Act of 1959,” introduced on January 7, 1959, by Mr. Boggs. The 
purpose of the bill is to provide tax relief for foreign income in order 
to provide incentive for expansion of U.S. investment abroad. 

The need to enlist resources and talents of American enterprise in 
helping to improve the economies of the less-developed countries is 
particularly important today, with a hostile Communist bloc actively 
pressing a massive economic offensive against the free world. 

Secretary Dillon stated, in testimony before your committee’s Sub- 
committee on Foreign Trade Policy last December, that he regards 
the problem of achievement in freedom of higher living standards in 
the less-developed countries as the primary economic and political 
problem of the 20th century. He observed that it is a problem in 
which the interests of our 1 elbnacalhae and our business community 
coincide, so that a real opportunity exists for a joint effort in attack- 
ing it. 

During the last decade, there has been an increasing flow of U.S. 
capital to Canada and Western Europe. Almost half of our private 
foreign investments are in these more-developed areas. A relatively 
small percentage of our private investment abroad has been and is 
going to the less developed critical areas in Asia, the Middle East, and 

rica. 

In the light of these considerations, the Secretary of the Treasury 
submitted a report on H.R. 5, which was developed in cooperation 
with the State and Commerce Departments. The Secretary stated in 
this report that measures which the Treasury would support include: 
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(1) The deferral of tax on income derived by a foreign business cor- 
poration which obtains substantially all of its income from investments 
in one or more of the less-developed areas of the free world. 

(2) Ordinary loss treatment for losses incurred by original inyes- 
tors on stock of such a foreign business corporation. 

(3) The early implementation, by treaty or by negotiated agree- 
ment authorized by legislation, of the principle of a credit for tax 
sparing in order to make it possible for American firms investing in an 
underdeveloped country to benefit from the tax inducements offered 
by such a country to attract new capital. 

It generally is recognized that tax incentives alone cannot succegs- 
fully stimulate private investment in the critical less developed areas 
of the free world. There are many obstacles which impede the flow 
of private investment to less developed countries. 

hese include political instability, risk of expropriation, problems 
of currency convertibility, inflation, in some instances high foreign 
tax rates, and the natural attraction of capital to areas where a 
profitable return is comparatively assured. 

We believe that some of these problems can be minimized, however, 
by provision for ordinary loss treatment for investment losses in the 
less developed areas, coupled with the expansion of our investment 
guarantee program. Implementation of the tax sparing principle 
should make more effective efforts of certain countries to provide tax 
incentives of their own to attract new investment. Deferral of tax 
on profits reinvested should encourage relative permanence and expan- 
sion of the successful enterprises in such areas. 

H.R. 5 contains a number of provisions designed to encourage pri- 
vate investment abroad. A major difference between H.R. 5 and the 
Treasury Department recommendations is that the tax provisions of 
H.R. 5 would have worldwide application outside of the United States, 
whereas the Treasury proposals are limited in application to the less 
developed areas. 

The substantive provisions of H.R. 5 are: Deferral of tax on foreign 
income for private domestic foreign business corporations; liberaliza- 
tion of present restrictions on tax-free transfers of property to foreign 
corporations; a 14-percent reduction in tax rates for foreign business 
corporations; modification of the foreign tax credit to include an 
overall limitation wherever such limitation would be more advan- 
tageous than the per country limitation imposed by present law; a 
credit for taxes spared by foreign countries to attract American indus- 
tries; and nonrecognition of gain on involuntary conversion of prop- 
erty of foreign subsidiaries. 

For convenience, we shall cover each of the provisions of H.R. 5 
in order of appearance in the bill. 


TAX DEFERRAL (SEC. 2) 


This provision would permit the creation of a special domestic 
corporation—referred to as a foreign business corporation—which 
would be entitled to tax deferral on its foreign earnings until they 
are repatriated. 

Setting aside our fiscal situation, the problem of revenue and the 
question of encouraging investment abroad, there is substantial merit 
to section 2 of H.R. 5. 
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Under existing law, deferral of income derived abroad is now 
yailable to American companies operating through subsidiaries in- 
orporated in foreign countries. This is because a corporation which 
screated under the laws of a foreign country and derives its income 
broad does not fall within the scope of our tax system. 

A tax is paid by the domestic parent only upon dividends received 
tom the foreign subsidiary if and when distributed. This has been 
ibasic feature of our income tax structure since its enactment. 

On the other hand, domestic corporations, individual residents and 
nost of our citizens must pay tax currently on all income, foreign and 
jomestic alike, with provision however for tax credit against U.S. 
ux for taxes imposed by foreign countries on income derived within 
their borders. 

Under certain circumstances domestic corporations have tax ad- 
} wntages, as, for example, the offsetting of foreign losses against do- 
4 istic income, the availability of the percentage depletion deduction, 
ud the benefit of various tax treaties negotiated by the United 
States. 

Because American firms are able to defer U.S. tax by operating 
ibroad through foreign subsidiaries, much of the private investment 
ibroad by citizens of this country has been channeled through foreign 
wrporations, with the exception of the extractive industries. 

For example, an American firm contemplates the acquisition of a 
plant in a country having a tax rate substantially lower than our cor- 
porate rate and if it expects to leave a substantial part of its profits of 
its foreign plant abroad, it would ordinarily organize a foreign cor- 
poration to operate the business so as to postpone indefinitely pay- 
ment of tax to the United States. 

In recent years a number of American firms investing abroad have 
done so through foreign holding companies located in a so-called tax 
haven country. The holding company, in turn, conducts its business 
a foreign operating subsidiaries located in various parts of the 
world. 

This method of operation permits, for example, the transfer of 
eunings from a subsidiary in Western Europe to one in South Amer- 
ica, free of U.S. income tax. In the absence of the intermediate hold- 
ing company, the transfer of funds from one foreign subsidiary to 
another would ordinarily be treated as a taxable dividend to the U.S 
parent corporation followed by a capital contribution by the parent 
to the second subsidiary. 

Section 2 of H.R. 5 would permit foreign business corporations the 
same latitude available to foreign holding companies to shift funds 

tween countries or its subsidiaries with no intervening tax imposed 
by the United States. In this sense and also in its application to ex- 
port income, section 2 is broader than the deferral provisions con- 
oo in earlier bills, namely, H.R. 8300 in 1954 and H.R. 7725 in 

Although recognizing the merits of section 2 of H.R. 5, the Treas- 
ury Department nevertheless is compelled to oppose unlimited deferral 
at this time because of the substantial revenue losses involved in 
extending the deferral provisions to include investments in and exports 
toall regions of the world by American firms. 
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While the estimates are exceedingly difficult to make, it is believed 
that section 2, if enacted, would an oh a revenue loss ranging from 
$300 to $500 million annually, depending upon the dividend policies 
followed by foreign business corporations. 

If export income were entirely excluded the revenue loss would be 
in the neighborhood of $100 million a year. Revenue losses of this 
magnitude cannot be accepted at this time without contributing to an 
unsound fiscal position. 

If section 2 is confined to less developed areas without limitation 
in regard to export income, the revenue loss would still be in the 
order of $100 million. Apart from the impact on revenues, to extend 
deferral to export income is to grant deferral in many cases even 
though no significant activity is conducted abroad. 

Accordingly, we are compelled to recommend that export income 
be excluded but would be pleased to explore with the committee, in 
cooperation with the committee staffs, the feasibility of limiting the 
deferral provision to foreign business corporations which do not 
earn more than 50 percent of their gross income from exports. 


LIBERALIZATION OF SECTION 367 (SEC. 3) 


Section 3 of the bill is designed to facilitate the creation of a foreign 
corporation through the transfer of assets, other than cash, which are 
currently in use either in the United States or abroad, without the 
recognition of any gain or loss upon such transfer. 

Under section 367 of existing law, the transfer of assets to a foreign 
corporation cannot be accomplished on a tax-free basis unless prior 
approval is obtained that the exchange does not have as one of its 
principal purposes the avoidance of U.S. tax. This provision was 
enacted in 1932 and according to the report of the Ways and Means 
Committee at that time was designed to close “a serious loophole for 
avoidance of taxes.” 

Section 3 would make section 367 inapplicable in the case of trans- 
fers of foreign business property and certain stock investments to 
foreign corporations. Thus, under the bill, a domestic corporation 
with separate foreign manufacturing subsidiaries in various countries 
could transfer its stock in all these companies to a foreign holdin 
company organized in a tax haven country without recognition 0 


ain. 
° Each of the subsidiaries may have accumulated substantial earnings 
free of U.S. tax and paid little or no dividends to the American parent 
corporation. In the absence of a favorable ruling under section 367, 
the transfer of stock of the operating companies to the foreign hold- 
ing company in exchange for stock of the holding company would 
be a taxable exchange. ae 

The Treasury would support a limited amendment to section 367 to 
permit tax-free transfers of foreign business property, including stock 
of foreign subsidiaries, to a U.S. foreign business corporation. 

Possibly a change in the advance ruling requirement might also be 
desirable in the case of transfers of business property from a foreign 
business corporation to one or more of its foreign subsidiaries if dis- 
tribution limitations were placed on the foreign subsidiary similar to 
those provided in section 2 of the bill for the foreign business corpora- 
tion itself. 
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We believe that such distribution limitations would largely elimi- 
nate the present opportunities for tax avoidance in the repatriation 
of the wrdags of a foreign subsidiary either without tax or at capital 
cain rates. Under this approach, loans by the foreign subsidiary to 
the shareholder of the foreign business corporation and certain invest- 
ments by the subsidiary in the United States would be regarded as a 
constructive dividend distributed by the foreign business corporation. 

If changes such as these were made, tax avoidance opportunities 
available through foreign subsidiary operations would be considerably 
reduced and greater leeway would he justified in connection with the 
proposed liberalization of present restrictions on tax-free transfers of 
property to foreign corporations. 

While consideration might be given to permitting transfer of prop- 
ety to other foreign corporations controlled by U.S. interests, if simi- 
lar distribution safeguards were enacted, it would seem that broad 
liberalization in this area would tend to defeat the purpose of limiting 
deferral under section 2, as suggested by the Treasury, to foreign 
business corporations operating in the less developed areas. 


REDUCTION IN TAX RATE (SEC. 4) 


Section 4 would reduce the tax on foreign income by 14 percentage 
points. With certain modifications, this section of the bill would 
apply the present Western Hemisphere trade corporation provisions 
of the code on a worldwide basis. Foreign source income eligible for 
the reduced rate would include income from exports, royalties, and 
passive portfolio investments. The provision would apply equally to 
earnings from existing as well as new investments. 

An enterprise that is currently engaged in business in a foreign 
country and which could qualify for treatment as a foreign business 
corporation would be more likely to repatriate foreign earnings if the 
tax on such repatriated profits were to be at the reduced rate of 38 
percent than would be the case if the tax were continued at the 52 
percent rate. 

The incentive to repatriate foreign income would probably have its 
greatest impact in the less developed areas abroad where reinvestment 
ofearnings is most needed but where the risk of loss is comparatively 
acute. 

The estimated revenue loss from the proposed 14 percentage point 
rate reduction is in the order of $200 million a year. This loss, it 
a be noted, would materialize without an increase in investments 
abroad. 

Because of the loss of revenue involved and because of the doubt- 
ful effect of rate reduction as an effective incentive for the expansion 
private investment in the less developed areas, the Treasury De- 


partment is opposed to the enactment of section 4 of the bill. 


UBERALIZATION OF THE FOREIGN TAX CREDIT LIMITATION (SEC. 5) 


Section 5 of the bill would revise the present provisions of the code 
daline with the foreign tax credit to give taxpayers the benefit of 
the so-called overall limitation, whenever such limitation would be 
ore advantageous than the present per-country limitation. 
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The new overall limitation is similar to one which was in the law 
until 1954 but with this difference—the pre-1954 provision was opera- 
tive only if it reduced the credit that was otherwise available under 
the application of the per country limitation while the present pro- 
posal would be operative only if it increased the credit. ' 

The per-country limitation gives companies operating at a loss in 
some countries the right to continue to take tax credits for the taxes 
paid in countries where they operate profitably without having to off- 
set for losses in the other countries. 

The overall limitation would give companies operating in coun- 
tries with tax rates above the U.S. rates the rights to offset those 
higher taxes against income tax in other countries where the tax 
rates are lower than the U.S. rates. 

The justification often given for the overall limitation is that for- 
eign income should be treated as a whole. So viewed, a consistent ap- 

roach would require the elimination of the per country limitation, 

t should be noted, however, that taxpayers conducting their opera- 
tions abroad through foreign holding companies, average the foreign 
tax rates applied to the distributed earnings of their subsidiaries, and 
are in effect using only the overall limitation. 

The proposed overall limitation might provide some encouragement 
to investment in less developed areas abroad where some of the coun- 
tries most in need of capital impose taxes at rates that are higher 
than our 52 percent corporate rate. 

On the other hand, if section 5 were enacted, the immediate revenue 
loss attributable to existing U.S. private investment abroad might 
well be substantial. 

Our estimates, based on the year 1955, are that the revenue loss 
under section 5 would amount to approximately $45 million. With 
respect to individual companies, the effect of such an amendment 
would vary from year to year. 

We referred in our report to a revenue loss of $19 million in 1955 
for one company. We are informed that there would be no loss for 
that company today; in recent years the existing per country limita- 
tion has been more favorable to that company than the overall 
limitation. 

There may not be a substantial difference in revenue impact in 
comparing the overall limitation on a consistent basis with the per- 
country limitation on a consistent basis, but there is revenue loss where 
each company may use the more favorable limitation each year re- 
gardless of consistency. Accordingly, we oppose adoption of section 
5 at this time. 

In our report of May 6 we referred to possible amendments to 
section 5 which we believe would considerably reduce the impact on 
the revenue. Such amendments should be adopted only if on thor- 
ough analysis they are deemed fair and appropriate. We should like 
to explore this further with the committee and the committee staffs. 


TAX SPARING BY UNDERDEVELOPED COUNTRIES (SEC. 6) 


Under section 6 of the bill, a taxpayer deriving income from abroad 
would be allowed a credit for taxes waived by a foreign country a 
an inducement to render services or to engage in business in that 
country. The principle involved in this provision is one to which 
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the Treasury Department fully subscribes, and which is incorporated 
in a number of tax conventions that are currently in the process of 
negotiation. 

ax treaties with tax-sparing provisions are currently in an ad- 
vanced state with six countries Toceted in Latin America, the Middle 

East, and Asia. Preliminary negotiations have been held with four 
other countries in Latin America and Asia. 

Under existing law, a reduction in foreign tax as an incentive to 
induce new investment may result in a reduced foreign tax credit and 
a commensurate increase in U.S. tax. The tax incentive measures 
of less developed countries may thus be made ineffective by the pro- 
visions of our own law. 

By giving recognition to such tax incentive laws, the tax treaty 
program can, within appropriate limitations, remove this conse- 
quence of existing law and help promote a desirable tax climate in 
other ways. 

Our experience thus far indicates that this policy has stimulated 
greatly interest among underdeveloped countries in tax treaties to 
diminate double taxation and other tax obstacles to international 
trade and investment. 

This tax credit device, utilized in connection with the negotiation 
of treaties would, we believe, produce more productive results than if 
handled in a unilateral statutory provision such as is incorporated in 
section 6. 


NONRECOGNITION OF GAIN OR INVOLUNTARY CONVERSION OF PROPERTY 
OF A FOREIGN SUBSIDIARY (SEC. 7) 


Section 7 of the bill would permit a domestic parent corpora- 
tion that takes out insurance in this country on the property of a 
foreign subsidiary to exclude from its taxable income the insurance 
proceeds received upon the destruction or other involuntary conver- 
sion of the subsidiary’s property, provided the insurance money is 
rinvested abroad in property similar or related in use to the converted 
property. 

Under existing law taxable gain is realized upon receipt of insur- 
ince proceeds if the recipient does not also own the property destroyed 
or otherwise converted. 

It has been suggested that section 7 would encourage investment 
ibroad in countries where it is difficult or impossible for a subsidiary 
‘orporation to secure adequate insurance coverage by permitting the 
domestic parent to carry the necessary insurance without adverse tax 
consequences. If it is true that adequate insurance protection cannot 
te obtained by foreign subsidiaries, a change in our tax law along 
the lines proposed in section 7 may merit consideration. 

A change in existing law seems unwarranted unless adequate in- 
frmation is developed as to the countries involved and the nature 
ofthe restrictions which result in the unavailability of insurance pro- 
tection. It is our hope that witnesses from the business community 
wll, either during the course of these hearings or shortly thereafter, 
‘me forth with specific information indicating the extent of and the 


_. underlying the claimed inadequacy of insurance coverage 
dbroad, 
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OTHER RECOMMENDATIONS 


There are other provisions in the code dealing with foreign income 
where a modification would be desirable. Several of these te been 
described in the Secretary’s letter of May 6, and I should like here 
merely to mention them briefly. Two deal with the filing of infor- 
mation returns with respect to the formation or reorganization of for- 
eign corporations and with respect to the ownership and changes in 
ownership of foreign personal holding companies. 

Our suggestions would simplify and improve the effectiveness of the 
information returns currently required. Another suggestion would 
correct what seems to be an error in the 1954 redrafting of the pro- 
visions dealing with foreign personal holding companies. 

Under the circumstances the aggregate taxes imposed with respect 
to the income of a foreign personal holding company may equal 115 
percent of its income. We doubt that this was intended by the Con- 
gress, and suggest that it be modified. 

In conclusion, the Treasury Department favors adoption of legis- 
lation which would, in fact, promote the flow of U.S. investment into 
the less developed regions of the free world. We believe that ordi- 
nary loss treatment for investment losses in lesser developed coun- 
tries, together with tax deferral of reinvested profits and early imple- 
mentation of the tax sparing principle should help to encourage U.S. 
firms to operate in less developed areas. 

The Cuarrman. Mr. Lindsay, we thank you, sir, for your state- 
ment and your appearance this morning. 

Mr. Boggs will inquire. 

Mr. Boges. Mr. os with respect to your statement, taking 
your comments, section by section, you would limit tax deferral to the 
so-called underdeveloped countries; is that correct ? 

Mr. Linpsay. That is correct, Mr. Boggs. 

Mr. Boges. Do you seek to define an underdeveloped country? 

Mr. Linpsay. We have not in our report. We have indicated the 
areas as being Latin America, Asia, and the Middle East and Africa. 
A definition of the less developed countries could be provided for in 
the code, or an area described in the code could be utilized, on a conti- 
nental basis. In any such approach, there may be exceptions that may 
seem appropriate. I would rather not try to pinpoint those exceptions 
now. We, together with the State Department’s representatives, could 
go over it thoroughly with this committee in executive session. 

It could also be done in the code by reference to areas designated by 
the Secretary of State and the Secretary of Treasury. That, of 
course, would be less certain for the taxpayers. 

Mr. Boaes. Generally, though, you were thinking about most of 
Western Europe and Canada; is that correct ? 

Mr. Liypsay. Generally that is correct, as being excluded. 

Mr. Boees. Yes. Isn’t it a fact that the tax rates for these coun- 
tries are substantially the same as in the United States. 

Mr. Lixpsay. In many countries they are substantially the same. 
I think the average would be of the order of 40 percent or a little 
higher. In Canada, I believe, over $25,000, the tax rate is 47 percent. 
If you add social-security tax, it would be 50 percent. In Great Brit- 
ain there is an income tax now at 38.75 percent and a profits tax 0 
10 percent. 

Mr. Boces. Making 48 percent. 

Mr. Linpsay. Yes, if you add the 10 percent profits tax. 
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Mr. Bocas. You do add, don’t you? 

Mr. Linpsay. Yes; in Germany they have an undistributed profits 
tax of 51 percent. If the profits are distributed it is a 15-percent tax. 
So that is close to the U.S. rates. 

Mr. Boaas. And France? 

Mr. Linpsay. I don’t have the latest’figure on France. 

Mr. Boees. The figure I have is 50 percent. Netherlands is 47 per- 
cent; Belgium, undistributed, 40 percent, undistributed 45.3; Sweden, 
50 percent. The point I make is that with the rates being substan- 
tially the same as in the United States how do you account for this 
very large loss of revenue which you attributed to these countries? 

Mr. Linpsay. On two bases: First, Mr. Boggs, on the actual direct 
overseas operations where there is a substantial investment abroad, 
the tax receipts of the United States are relatively small. When you 
offset the foreign tax credit against our own taxes, the margin left is 
of the order of $240 million. Secondly, in connection with trading 
operations, mainly exports 

Mr. Boces. $240 million. You mean after the offset with these 
2- and 3- and 4- and 5-percent differences ¢ 

Mr. Linpsay. On an overall basis, when you offset the foreign tax 
credit against our own taxes, we have receipts of the order of $240 
million, which in relation to income from abroad is rather small. 

In connection with trade corporations, very little foreign tax credit 
is paid on the export operations. For our estimates in connection 
with the export aspect of the bill, we have gone through long lists 
of trade corporations, including Western Hemisphere trade corpo- 
rations, and find on the average Tittle or no foreign tax credit. There 
you don’t necessarily have the same offset. 

Mr. Boaes. That gets into a discussion of how you arrived at your 
revenue estimates. I am very curious about that, because in one sec- 
tion of your report, you ask for additional legislation to implement 
your present reporting system, and in the other section you point to 
these revenue losses, which to me seem rather large, to say the least, 
because of the fact that so many of the American corporations are 
doing business through foreign subsidiaries. 

Mr. Linpsay. The basis of the estimates starts from a survey for 
the calendar year 1955. The survey was started late in 1955 or in 1956. 
So we have rather complete figures for that year. We had transcripts 
made of the tax returns of 125 companies. Generally speaking, those 
companies claimed the great bulk of the foreign tax credit. In the 
extractive industries they claimed about 90 percent of the total foreign 
tax credit claimed by all industries operating in the extractive busi- 
ness. For the nonextractive industries, that sample included companies 
that claimed about 70 percent of the total tax credit. In computing the 
revenue estimates, we made several assumptions, some of which would 
Indicate that the estimates are low, and others which would indicate 
that the estimates are high. We excluded any effect of the bill on in- 
come received in this country in the form of dividends from foreign 
corporations. Most of the dividends from foreign corporations that 
We receive come from non-tax-haven countries, except perhaps Canada. 
Presumably if those foreign corporations were consolidated into a hold- 
ing company, the dividends would be paid at a lesser rate and deferral 
would be utilized by the holding company. If that is true, our esti- 
Mates are low because we assumed no loss in that area whatsoever. 
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Secondly, in applying the deferral — to the remaining com. 
panies, we did not assume there would be any change in current and 
past dividend practices. So that while we assumed a rather broad 
participation or a broad utilization of H.R. 5, the revenue estimates 
did not take into account in the 100 million and 300 million figures any 
change whatever in the dividend practices. : 

Generally speaking, in the nonextractive industries, industries have 
been paying about 44 percent of their profits after taxes. They could 
continue to pay that same percentage and benefit very much from de- 
ferral. For example, if a company earned $100 and paid dividends of | 
$25, it now pays a tax of $50 to the United States. Under the deferral 
that same company could continue to pay a $25 dividend, but only pay 
a $25 tax to the United States. It would cut its tax in half. If the 
dividend policies were changed, the revenue estimates would go up. 

On the other hand, it is probably likely at least at the outset that 
— companies would participate than our assumptions have indi- 
cated. 

Mr. Boces. How much income is there now from export ? 

Mr. Lanpsay. Let me start first with the nonexport income, which 
I believe is of the order of $3 billion. That would be straight oversea 
investment operations. On exports, I think the total income we have 
for those that we thought could qualify under the foreign business cor- 
poration provision before tax was in the order of $991 million, or 
almost a billion dollars. 

Mr. Boges. All that would be classified as foreign source income? 

Mr. Linpsay. Yes, as foreign source income under the bill. 

Mr. Bocas. This is export income. 

Mr. Linpsay. This is export income. 

Mr. Boaes. How do you make the distinction ? 

Mr. Linpsay. Between export and nonexport income ? 

Mr. Boges. Yes. 

Mr. Linpsay. An analysis is made from the transcripts of the tax 
returns in the survey. 

Mr. Boges. This was a 1955 survey ? 

Mr. Linpsay. That is right. 

Mr. Bocas. These were the tax returns of domestic corporations? 

Mr. Linpsay. Domestic corporations. 

Mr. Boces. Of course you have no tax returns on the foreign 
subsidiaries. 

Mr. Lrypsay. No, but we have statistics of income and from the 
domestic tax returns we also have the figures of the dividend from 
foreign subsidiaries. 

Mr. Boces. If they are declared. 

Mr. Liypsay. If they are declared. On the export income several 
factors are taken into account, including the distribution of export 
business among trade corporations. We have to look at 1955 to find 
that. We have returns and the information on the Western Hemis- 
phere trade corporations, for example, which would not qualify under 
the Western Hemisphere trade provisions if they sold within the 
United States. We have information on other trade corporations; 
we excluded all such corporations with a high foreign tax credit or 
a substantial foreign tax credit to isolate the pure export activities. 
We checked with the customs office on a sample of the companies 
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slected to find out if these were export concerns, and whether our 
figures tallied with theirs. It was quite an elaborate procedure, and 
we would be glad to go through it in detail with you in executive 
gssion. It involves individual companies and their operations, so I 
would not care to go over it in detail in public. 

Mr. Bocas. Mr. Chairman, I have a letter dated July 2 from Mr. 
Stam, Chief of the Joint Committee on Internal Revenue Taxation 
in which he presents some estimates of revenue losses involved by 
the bill. I would like to make this letter a part of the record. 

The CuarrMaNn. Without objection it will be entered in the record 
at this point. 


(The letter referred to follows :) 


CONGRESS OF THE UNITED STATES, 
JornT COMMITTEE ON INTERNAL REVENUE TAXATION, 
Washington, July 2, 1959. 
Hon. HALE Boc6s, 
House of Representatives, 
Washington, D.C. 

Dear Mr. Booes: This is in reply to your letter of May 7, 1959, in which you 
asked our staff to estimate the revenue effects of H.R. 5. 

We have prepared tentative estimates for some portions of the bill, but these 
estimates are subject to revision. The tabulations of data from corporate 
income tax returns do not provide adequate information concerning the corpora- 
tions which might qualify under section 2 of the bill as foreign business cor- 
prations. Our chief difficulties were in estimating the effect on export 
companies. We hope that the testimony presented at the hearings on H.R. 5 
will prove useful for our purposes. 

Our estimate of the annual revenue loss which would result from the provision 
in section 2 for deferring tax on the income of a foreign business corporation 
which is retained abroad is $75 million for all industries excluding export 
trade. Our estimate of loss for export trade is $75 to $150 million, so the total 
for this provision would be $150 to $225 million. These estimates are based on 
the assumption that one-half of the taxable income of the foreign business 
corporations will be retained abroad. We do not have an estimate of the effect 
of allowing the 100-percent deduction for dividends out of reinvested foreign 
income. 

In estimating the effect of section 4, extending the Western Hemisphere trade 
corporation deduction, we assumed that section 2 was already in effect. The 
estimated additional loss for section 4 is about $150 million. 

We expect to continue working on this bill, and we want to emphasize the 
fact that these estimates are tentative. 

Sincerely yours, 
Corin F. Stam, 
Chief of Staff. 

Mr. Boces. The Treasury Department estimate of revenue loss from 
section 2 is between $300 and $500 million. The Joint Committee staff 
estimate is $150 to $225 million. That is quite a difference, wouldn’t 
yousay, Mr. Lindsay ? 

Mr. Linpsay. I would say that is quite a difference. 

Mr. Boaes. Mr. Chairman, we have had a survey made and the 
results will be presented to the committee tomorrow by Mr. Burgess. 
oa survey has some scientific basis. I can’t quite understand how 
the Treasury reaches its figure. I could go on with this particular 
Ine of examination for some time, but I shall not. I just want to 
si on the other recommendations in the report here this morning. 

Mr. Linpsay. Mr. Boggs, may I make one comment on the revenue 
estimates? On the direct operations abroad pulled out of the tran- 
script of the 1955 hearings, I think we have a fairly reliable estimate. 
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On exports it is speculative, and we admit it. We tried to do the 
best job we could. There are many assumptions that have to be made 
because we don’t have nearly as complete figures on exports as we 
do in connection with direct investment. 

Mr. Bocas. That is why we used these questionnaires to get direct 
information on export income which you don’t have now. 

About the 14-point provision, you referred to the 1954 bill. At 
that time the Treasury Department recommended it, did it not? 

Mr. Linpsay. Yes, it did. 

Mr. Boees. There was good and sound basis for the Treasury’s rec- 
commendation, was there not ? 

Mr. Linpsay. I think the facts have changed a great deal since 1954. 
In that interim a tremendous increase of foreign investments has 
occurred. At that time there was a general rate reduction for indi- 
viduals on the order of 10 percent, a reduction in corporate taxes in 
the sense that the excess profits tax expired, and we were looking 
toward a surplus. Since chat time, not only have the times changed 
in terms of foreign investment, but, also, the budgetary outlook for 
fiscal 1960 is not clear, and fiscal 1959 ended with a deficit of $12.5 
to $13 billion. This has forced us to oppose all rate reductions, no 
matter how meritorious, for all segments of the economy and for all 
businesses. 

Also, in reviewing this problem and discussing it with representa- 
tives of the industry, we have concluded that in terms of encouraging 
investment abroad, deferral is more effective than rate reduction. In 
rate reduction there is an inducement to repatriation that you do not 
have in connection with deferral. 

Mr. Boees. Mr. Chairman, in this connection I would ask unani- 
mous consent to include in the record at this point a letter addressed 
to our former chairman, Jere Cooper, dated July 27, 1955, signed by 
the former Secretary of the Treasury, Mr. Humphrey, along with a 
memorandum on this subject which was prepared by the Treasury 
Department. 

The CuarrMan. Without objection, it will be included at this point. 

(The documents referred to follow :) 

THE SECRETARY OF THE TREASURY, 
Washington, July 27, 1955. 
Hon. JERE Cooper, 
Chairman, Committee on Ways and Means, 
New House Office Building, Washington, D.C. 

My Dear Mr. CHAIRMAN: Last year, your committee and the House of Repre- 
sentatives included as part of the tax revision bill new provisions giving a lower 
rate of tax on corporate business income earned abroad, somewhat similar to 
that available since 1942 to income earned in the Western Hemisphere. Provi- 
sion also was made for postponement of taxes on the income of foreign branches 
until it was removed from the country where it was earned, a treatment some 
what comparable to that now given to the income of foreign subsidiaries. These 
sections were omitted from the bill as reported by the Senate Finance Committee, 
but the report of that committee stated the hope that provisions along these 
lines mighi- be developed in the conference between the House and the Senate 
before final passage of the tax bill. This was not done. The Treasury Depart 
ment has continued to examine the problem since that time. 

I now submit to you a suggested draft of legislation designed to secure the 
results which were sought and apparently desired last year. This is in accord 
with the President’s recommendation in 1954, which was reaffirmed in his mes 
sage on “Foreign Economic Policy” on January 10 of this year. 
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The purpose of this recommended legislation is to facilitate the investment 
abroad of capital from this country. At present, our business firms are at a 
disadvantage in countries with lower taxes than our own when they have to 
compete with local capital, or capital from countries which impose lower taxes 
on foreign income than we do. Foreign countries are also under an incentive 
toincrease taxes on U.S. enterprises up to the level of U.S. tax rates. 

Capital investment will aid in the economic development of foreign countries. 
Participation by U.S. enterprises will encourage development along the lines we 
have followed in this country which are especially helpful in raising living stand- 
ards, through high wages and mass markets, and which will promote the flow of 
international trade with the United States. 

The Treasury staffs and I will be glad to be of such assistance as we can to you, 
your committee, and your staffs in any consideration which you may wish to 
give to the taxation of foreign business income. A memorandum explaining 
our analysis of three of the problems we have considered in this area is enclosed. 

Sincerely yours, 
G. M. HumpHrey, 
Secretary of the Treasury. 


MEMORANDUM ON PROBLEMS IN TAXATION OF FOREIGN INCOME 


The principal problem in developing recommendations for new legislation on 
taxation of income from foreign sources has been in the definition of “foreign busi- 
ness income.” Some argue for a broad definition, which would include not only 
income earned from significant business activity actually conducted abroad but 
also income from products made here and merely sold for delivery abroad. 
Others favor a definition related to a “permanent establishment” abroad, or to 
the existence of a business activity subject to taxation in the country where it is 
conducted. Still others prefer a specific listing of designated activities which 
are deemed to be of particular importance. Naturally, the representatives of 
almost every particular industry or activity argue that they should not be left out 
of any group which receives favorable tax treatment. 

In our analysis of the problems of definition, the following principles have 
seemed important: (1) As a matter of national policy, it would not be desirable 
or wise for this country to subsidize exports by taxing profits from exports at 
alower rate than profits from domestic sales. For this reason, a definition based 
on ultimate destination, or place of delivery of goods produced, would not be 
satisfactory. (2) Small business should have the same potential advantages 
as larger businesses. (3) The standard selected should not be subject to 
manipulation by arrangements, for example, to rent an office or pay a small tax 
abroad to qualify for a substantial tax advantage at home. 

The definition of “foreign income” suggested in the attached draft legislation 
revolves around the active conduct of a trade or business abroad, with the excep- 
tion of export trade. It is a broad concept, related to economic activities which 
often involve capital investment and typically involve full participation and in- 
tegration in the economy of the country where it is carried on. To avoid any 
tax motivation for companies to shift to foreign countries their production of 
goods intended for our own home markets, the importation to the United States 
of any substantial part of the products manufactured abroad would disqualify 
acompany for the special tax treatment. 

Inevitably there will be difficulties in administering this or any other definition 
of foreign income. In some instances it will be difficult to draw the dividing line 
between manufacturing which would qualify for the lower tax and minor assem- 
bly or repackaging which would not qualify. Such difficulties, however, should 
not stand in the way of an attempt to foster economic development through pri- 
vate capital investment. 

Two problems, of more limited scope, exist in connection with the postpone- 
nent of tax on income earned by foreign branches. 

First, under present law the income from a foreign subsidiary corporation is 


hot taxed until it is received by the domestic parent company. There is no legal 


basis for taxation by this country of such income so long as it is held abroad 
by the foreign subsidiary, regardless of how it is reinvested or shifted from the 
country where it is earned to other foreign countries. It has been proposed that 
foreign branches of U.S. corporations be given similar latitude to shift funds 
between countries with no intervening tax imposed by the United States until 
foreign income is finally repatriated. 
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A deferral of tax on foreign income until it is repatriated would give the maxi- 
mum encouragement to foreign investment. However, such a provision would 
be subject to abuse. There could be indefinite postponement of tax by shifting 
profits earned in high-risk areas to low-risk investments in other places. The 
diversification and growth of foreign investment among firms already operating 
profitably abroad would receive greater benefit than that of firms presently 
operating solely in the United States. It therefore seems preferable to adopt 
deferral of tax on branch income on a limited basis, at least in the first instance, 

The second problem concerns the simultaneous allowance of both a deduction 
and a credit for foreign taxes on income received through foreign subsidiaries, 
At present the earnings of a foreign subsidiary corporation, when received as 
dividends by the parent corporation here, are subject to the regular U.S. 
corporation income tax, but a credit is allowed against the U.S. tax for any 
foreign income tax paid by the subsidiary. The U.S. tax is imposed only on 
the subsidiary’s net earnings after payment of the foreign income tax. The 
combined effect of the credit and deduction (under some combination of rates) 
is a somewhat lower total tax, foreign and domestic, than the U.S. tax would be 
by itself. For example: when the foreign corporate tax rate is one-half our 
rate (26 percent against our 52 percent), the combined effective tax on the 
foreign income (foreign and domestic) works out to only a little over 45 percent. 
This feature of the foreign tax credit was adopted in the Revenue Act of 1918, 
No recommendation has been made to change it, presumably because it has not 
seemed desirable to increase, directly or through technical changes, the present 
tax on foreign business income. 

A similar treatment of foreign income taxes is suggested in the proposed 
taxation of income from foreign branches. This is not a necessary or essential 


part of the program, and is included only to secure similarity with the taxation 
of income from subsidiaries, along the lines established by the 1918 Revenue Act. 


Mr. Boces. Moving on for just a moment, in the Treasury Depart- 
ment’s report to Chairman Mills earlier in the year, section 5, which 
you now oppose, much to my surprise, you then supported with cer- 
tain modifications, What has transpired between the time you wrote 
your report and today to make you change your mind ? 


Mr. Curtis. Would the gentleman yield ! 
Mr. Boaes. Surely. 


Mr. Curtis. Is that the May 6 report? I want to identify it and 
request that report, inasmuch as it is referred to, in the ‘Treasury 


statement, be put in the record. 
Mr. Boses. It is already a part of the record, I am sure. That is 


a part of the record, isitnot,Mr.Chairman? 
The Cuatrman. Not without a request. Without objection it will 


be included. 
(The report referred to follows :) 


THE SECRETARY OF THE TREASURY, 
Washington, May 6, 1959. 
Hon. D. MILs, 
Chairman, Committee on Ways and Means, 
House of Representatives, 
Washington, D.C. 

My Dear Mr. CuarrMan: This is in reply to your request for the comments 
of the Treasury Department on H.R. 5, a bill entitled “Foreign Investment 
Incentive Tax Act of 1959,” introduced on January 7, 1959, by Mr. Boggs. The 
purpose of this bill is to provide in certain areas tax relief for foreign income 
in order to provide incentives for the expansion of U.S. investment abroad. : 

The need to enlist the vast resources and talents of American enterprise 11 
helping to improve the economies of the less developed countries is particularly 
important today with a hostile Communist bloc actively pressing a massive 
economic offensive against the free world. The Departments of State, Com- 
merce, and Treasury have given careful study to various proposals designed 
to promote this country’s foreign economic policy, with a view to facilitating 
the flow of private capital abroad and especially to the less developed countries 
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of Asia, Africa, the Middle East, and Latin America. As indicated by admin- 
istration Witnesses during the hearings last December before the Subcommittee 
on Foreign Trade Policy, many of these proposals are aimed at the creation of a 
more favorable investment climate abroad through removal of present barriers 
impeding private investment. Such obstacles include problems of currency 
convertibility, customs difficulties, political instability, threats of expropriation, 
inflation, and the like. In recent years various proposals have been made for 
changes in Our tax laws in order to encourage investment abroad by American 
business. A number of these proposals are embodied in H.R. 5. 

These are: broadened deferral of tax on foreign income (sec. 2); the liberaliza- 
tion of present restrictions on tax-free transfers of property to foreign corpora- 
tions (sec. 3) ; a 14 percent reduction in tax rates (sec. 4) ; modification of the 
foreign tax credit to include an overall limitation (sec. 5); a credit for taxes 
spared by foreign countries to attract American industry( sec. 6); and non- 
recognition of gain on the involuntary conversion of property of foreign 
subsidiaries (sec. 7). 

While recognizing that tax incentives alone cannot successfully stimulate 
private investment in the critical underdeveloped areas of the free world where 
the need is greatest, the Treasury Department has given sympathetic considera- 
tion to these and other proposals for changing the present methods of taxing 
income from abroad. In this connection, we have reviewed the hearings before 
the Subcommittee on Foreign Trade Policy of the Committee on Ways and 
Means held in December 1958, the special report prepared at the request of 
the Department of State on “Expanding Private Investment for Free World 
Economic Growth,” which was prepared under the direction of Ralph I. Straus, 
a special consultant to the Under Secretary of State for Economic Affairs, and 
areport of the Committee on World Economic Practices of the Business Advisory 
Council, dated January 22, 1959, which Committee was chairmanned by Mr, 
Harold Boeschenstein. 

While private U.S. investments abroad nearly doubled between 1950 and 1957, 
the real problem is that almost half of our private investments are in Canada 
and Western Europe, 35 percent are in Latin America with extractive industries 
such as petroleum, iron ore, and bauxite predominating, and less than 9 percent 
of our direct private investments (again mostly in the extractive industries) 
are in the critical areas of the Middle Hast, Asia and Africa. The Treasury 
Department would favor adoption of legislation which would in fact promote 
the flow of U.S. investment into the less-developed regious of the free world, 
induding Latin America, Asia, the Middle East, and Africa. Measures to bring 
about this desirable result, which the Treasury would support, include: 

(1) The deferral of tax on income derived by a foreign business corporation 
which obtains substantially all of its income from investments in one or more 
of the less-developed areas of the free world. 

(2) Ordinary loss treatment for losses incurred by original investors on stock 
of such a foreign business corporation. 

(3) The early implementation, by treaty or by negotiated agreement au- 
thorized by legislation of the principle of tax sparing in order to make it 
possible for American firms investing in an underdeveloped country to benefit 
from the tax inducements offered by such country to attract new capital. 

In the interest of fiscal soundness, however, the Treasury Department must 
Oppose at this time the enactment of legislation providing tax benefits to en- 
courage foreign investment in the more industrialized areas of the world. It 
has been argued that U.S. private investment in industrialized countries will 
eventually result in more private investment in the less developed countries. 
Even if this should occur to some extent, it would seem to be an inefficient means 
of stimulating economic growth in the less developed areas where a relatively 
small amount of capital is required to put a laborer to useful work as compared 
with the situation in the highly industrialized countries. In practice tax 
deferral on income earned in industrialized countries would result in substantial 
lax benefits to existing U.S. investment in those countries at considerable cost 
to the revenue. 

In presenting herein the Treasury views on the provisions of this bill, we 
shall set forth the position of the Treasury on each section of the bill in order, 
and include where appropriate, certain additional recommendations. 
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TAX DEFERRAL GENERAL COMMENTS (SEC. 2) 


This provision would permit the creation of a special domestic corporation— 
referred to as a foreign business corporation—which would be entitled to tax 
deferral on its foreign earnings until they are repatriated. The Treasury 
Department favors, on a basis limited to the less-developed countries of the free 
world, deferring the imposition of tax on income earned by a U.S. foreign 
business corporation from the active conduct of a business abroad until such 
time as the earnings are distributed in thiscountry. 

The postponement of tax provides an effective incentive for companies to 
reinvest their profits abroad for a longer period of time, without relieving them 
of their obligation to share in the tax burdens of this country when the profits 
are eventually brought back. Moreover, under existing law American firms 
are able to defer U.S. tax on income earned abroad by operating through foreign 
subsidiaries. Indeed, an argument frequently made in support of the provisions 
under section 2 is that it is illogical to require U.S. taxpayers to incorporate 
in a foreign country in order to obtain tax deferral on foreign income. 

Although recognizing the merits of section 2 of H.R. 5, the Treasury Depart- 
ment nevertheless is compelled to oppose unlimited deferral at this time because 
of the substantial revenue losses involved in extending the deferral provisions 
to include investments in and exports to all regions of the world by American 
firms. While the estimates are exceedingly difficult to make it is believed that 
section 2, if enacted, would involve a revenue loss ranging from $300 million to 
$500 million annually, depending upon the dividend policies followed by foreign 
business corporations. If export income were entirely excluded the revenue 
loss would be in the neighborhood of $100 million a year. Revenue losses of 
this magnitude cannot be accepted at this time without contributing to an 
unsound fiscal position. 

As indicated above, the Treasury Department does support a more limited 
deferral provision which would apply to foreign business corporations which 
obtain substantially all of their income from investments in the less developed 
areas of the free world. Possibly income derived from exports to such areas 
might also qualify for deferral provided it is reinvested by the foreign business 
corporation in one or more of the less developed countries. It may be necessary, 
as suggested in the Straus report, to limit the deferral provision to foreign busi- 
ness corporations which do not earn more than 50 percent of their gross income 
from exports. This would prevent purely trading activities that take place with- 
out substantial investments in underdeveloped areas from utilizing the tax bene- 
fits of a foreign business corporation. 

We believe that enactment of a deferral provision limited to the less developed 
countries would have a relatively small impact upon the revenues, although in 
this connection additional study would be needed to determine whether a ceiling 
should be placed upon the amount of export income of a foreign business corpo- 
ration which may qualify for deferral treatment. 

As a further stimulus to investment overseas where the need is greatest, the 
Treasury recommends enactment of a provision permitting deduction as an ordi- 
nary loss, within prescribed limits, of losses incurred by the original investor on 
stock of a foreign business corporation deriving substantially all of its income 
from the active conduct of a trade or business, utilizing plant and equipment, 
in one or more of the less developed countries. The objective of this selective 
tax relief would be to induce American firms to invest in manufacturing facilities 
in the areas of greatest need by reducing the after-tax cost and thus the risk of 
incurring losses. 

These two proposals—tax deferral and ordinary loss treatment for investment 
losses—coupled with the early implementation of the tax sparing principle and 
the expansion of our investment-guarantee program, should do much to encourage 
US. firms to operate in the less developed areas. 

As the adoption of either section 2 of H.R. 5 or the more limited deferral pro- 
posal of the Treasury would provide tax deferral for foreign business corpora- 
tions, there-are a number of important technical questions arising under section 2 
which the committee may wish to consider. For convenience we have placed 
our detailed comments on section 2 in an appendix to the report. 
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LIBERALIZATION OF THE PRESENT RESTRICTIONS ON TAX-FREE TRANSFERS TO FOREIGN 
CORPORATIONS (SEC. 3) 


Under present law (sec. 367 of the 1954 code) assets held by U.S. corporations 
cannot be transferred tax free to foreign corporations without the Commis- 
sioner’s advance approval based on a showing that the transaction does not in- 
yolve tax avoidance. Section 3(a) of H.R. 5 would modify section 367 by elim- 
inating the requirement of advance approval by the Commissioner in the case of 
transfers of certain business assets to a foreign corporation. 

It may be appropriate to consider section 3 in connection with section 2 of the 
hill, which provides for the U.S. foreign business corporation. One of the chief 
arguments for the enactment of section 2 is that it will encourage Americans to 
enduct their business abroad through U.S. corporations. However, section 3 
would encourage freer transfers of assets to foreign corporations and thus pro- 
vide additional incentives for the increased use of foreign corporations as opposed 
to domestic corporations by U.S. investors. Accordingly, consideration might 
well be given to a provision permitting tax-free transfers of business property 
from a foreign corporation to a U.S. foreign business corporation. A limited 
amendment of the advance ruling requirement may also be desirable in the case 
of transfers of business property from a foreign business corporation to one or 
more of its foreign subsidiaries, provided distribution limitations are placed on 
the foreign subsidiaries, similar to those provided in section 2 for the foreign 
business corporation itself. 

Further liberalization in this area might tend to further encourage the use of 
foreign corporations as avenues of tax avoidance. Accordingly, unless amend- 
ments were adopted, along the lines suggested above, that are generally appli- 
cable to foreign corporations controlled by U.S. interests, the Treasury would be 
opposed to further liberalization of section 367 of the present law. 

The foregoing comments on the proposed amendment of section 367 apply 
equally to the amendment of section 1492 proposed in section 3(b) of the bill. 


REDUCTION IN TAX RATE (SEC. 4) 


This provision would reduce the tax on foreign income by 14 percentage points 
and is commonly referred to as an extension on a worldwide basis of the present 
Western Hemisphere trade corporation provisions. As drafted, the proposed rate 
reduction applies to export income and is expanded to cover royalties, dividends, 
and other investment income. Moreover, the provision would apply equally to 
earnings from existing as well as new investments. A major effect of such a 
provision would be to create an incentive to repatriate foreign earnings rather 
than reinvest them abroad. A rate reduction as broad as that proposed would 
benefit taxpayers who have established investments in foreign countries where 
economic development needs no special stimulus and others who have made no 
= investment abroad. The revenue loss from this provision alone is in the 
order of magnitude of $200 million. Considering the doubtful effect of a rate 
reduction as an incentive for the expansion of American business abroad, it is 
dificult to justify a loss in revenue of this magnitude. Therefore, the Treasury 
Department is opposed to section 4 of H.R. 5. 


LIBERALIZATION OF THE FOREIGN TAX CREDIT ALLOWANCE IN CASES WHERE FOREIGN 
OPERATIONS ARE CARRIED ON IN TWO OR MORE FOREIGN COUNTRIES (SEC. 5) 


_ Section 904 of the present law permits taxpayers to offset their U.S. tax liabil- 
ity by the amount of income taxes paid to each foreign country but this credit is 
limited to the amount of the U.S. tax attributable to foreign income on a “per 
country” basis. Taxpayers operating in two or more countries sometimes pay 
taxes to one foreign country in excess of this limitation and thus under the 
er country limitation receive no credit for the excess amount. Section 5 of the 
bill would give the taxpayer the benefit of the so-called overall limitation, limiting 
the foreign tax credit to the aggregate U.S. tax on all foreign income, wherever 
such limitation would be more advantageous than the per country limitation. 

The proposal to give the taxpayer the advantage of the “overall” limitation 
might encourage investment in some of the underdeveloped countries which are 
host in need of capital but which impose taxes at rates that are higher than 
those in the United States. On the other hand, if section 5 were enacted, the 
immediate revenue loss, based upon existing U.S. private investments abroad, 
Would be substantial. Most of this tax relief would go to a few large corpora- 
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tions. Our studies indicate, for example, that in the case of one company alone 
the revenue loss would be $19 million.1 On revenue grounds, the Treasury 
Department must oppose section 5 at this time, unless amendments are adopted 
which would considerably reduce the impact on the revenue. This might be 
accomplished, if deemed fair and appropriate, by two changes in the computation 
of the overall limitation: first, treat dividends and interest from domestic subsid- 
iaries operating abroad as other than foreign source income and, second, exclude 
any unused foreign tax credit attributable to the lower U.S. tax rate paid by 
Western Hemisphere trade corporations. 


TAX SPARING BY UNDERDEVELOPED COUNTRIES (SEC. 6) 


Section 6 of the bill amends section 908 of existing law to provide for a foreign 
tax credit where the laws of certain countries provide for a reduction of tax in 
order to provide incentives for the expansion of investment. Under present law, 
the effect of such laws may be nullified to the extent that the foreign tax credit is 
reduced and the U.S. tax correspondingly increased. Under the bill, the taxpayer 
would be entitled to a credit only if the waiver of taxes by the foreign country is 
certified by the Secretary of State to be an inducement extended and accepted by 
the taxpayer in good faith to continue certain business activities in such country. 
A credit for taxes waived would be allowed only for a period not exceeding 10 
taxable years. 

The Department favors, in general, the policy of allowing a foreign tax credit 
where taxes are waived by the foreign country pursuant to investment incentive 
legislation. Under the bill, however, it appears that the United States would be 
required to accept the application of tax sparing on an unlimited and unilateral 
basis, the only qualification being that the taxes otherwise payable are waived as 
an inducement extended and accepted in good faith in order to encourage certain 
industrial development in the foreign country involved. It is believed that policy 
considerations guiding the selection of foreign taxes for this purpose should 
remain flexible, and that “tax sparing’ should be implemented on a selective 
basis either by treaties or by negotiated agreements authorized by statute. 


NONRECOGNITION OF GAIN OR INVOLUNTARY CONVERSION OF PROPERTY OF A 
FOREIGN SUBSIDIARY (SEC. 7) 


The proposal contained in section 7 of the bill would amend section 1033 to 
provide nonrecognition of gain arising from the involuntary conversion of 
property owned by a foreign subsidiary where the insured is a domestic parent 
corporation. Under present law the nonrecognition principle in section 1033 
applies only where the entities receiving insurance proceeds also own the prop- 
erty which is involuntarily converted. It has been suggested that this pro- 
vision is necessary because in many foreign countries it is impossible or difficult 
to obtain adequate insurance coverage. The Department wishes to reserve 
its position on section 7 until information can be obtained as to the countries 
involved and the precise nature of the conditions or restrictions which result 
in the absence of adequate foreign insurance protection. 

Subject to further study as to the need for such an amendment, the Depart- 
ment would favor the proposal contained in section 7 if it was limited in applica- 
tion to foreign business corporations. We would oppose a general application 
of such an amendment of existing law for the same reasons that we do not 
favor a general liberalization of the advance ruling requirement under section 
367 of present law. Before adopting any provision which would tend to en- 
courage the use of foreign corporations and foreign holding companies as the 
medium for investment abroad, we believe that restrictions should be placed 
upon the opportunities for tax avoidance now offered by the favorable tax 
treatment accorded liquidations and other transactions affecting foreign cor- 
porations. 

OTHER RECOM MENDATIONS 


In view of the omnibus nature of H.R. 5, the committee, in reviewing the 
present provisions of the code applicable to foreign investment, may find it ap- 
propriate to consider a number of other legislative proposals. In this regard 
we believe the following items have merit and deserve favorable consideration: 

(1) Information returns as to formation, organization, or reorganization of 


-2 Based on special survey of foreign income for the year 1955. 
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foreign corporations.—Section 6046 of the 1954 code provides that every at- 
torney, accountant, fiduciary, bank, trust company, financial institution, or other 
person, Who aids, assists, counsels, or advises in, or with respect to, the forma- 
tion, organization, or reorganization of any foreign corporation, shall, within 
4) days thereafter make a return in accordance with regulations, Each person 
required to make a return must set forth, in respect of each such corporation, 
io the full extent of the information within his possession or knowledge or 
wder his control, such information as the forms, or regulations prescribe, 
axcept that an attorney at law need not furnish information with respect to 
wy advice given or information obtained by him through the relationship of 
attorney and client. 

The foregoing provisions have not been effective in securing for the Service 
uy appreciable amount of really helpful information concerning the formation, 
organization, and reorganization of foreign corporations, because of the wide- 
gread claim of the right of privileged communications between attorneys at law 
and their clients. It is, therefore, recommended that the existing provision 
ie repealed and that there be substituted therefor a requirement that such 
information be furnished by every citizen or resident of the United States who 
isan officer or director of the corporation within 60 days after its formation, etc., 
and by every U.S. shareholder of the corporation who at any time within 60 
jays after its formation, etc., owns 5 percent or more in value of its stock 
then outstanding. 

(2) Information returns by officers, directors, and shareholders of foreign per- 
sonal holding companies.—Section 6035 of the 1954 code provides that officers and 
directors of a foreign personal holding company shall on the 15th day of each 
month make a return setting forth with respect to the preceding month the 
name and address of each shareholder, the class and number of shares held by 
each, together with any changes in stockholdings during such period, the name 
and address of any holder of securities convertible into stock of such corpora- 
tion, and such other information with respect to the stock and securities of the 
corporation as the forms or regulations require. Section 6035 also provides 
that officers and directors of a foreign personal holding company shall on the 
0th day after the close of the taxable year of the company make a return 
setting forth in complete detail the gross income, deductions and credits, taxable 
income, and undistributed foreign personal holding company income of such 
company for such taxable year. A U.S. shareholder, by or for whom 50 percent 
or more in value of the outstanding stock of a foreign personal holding company 
is owned, directly or indirectly, is required to file a monthly return setting 
forth the same information as is required of officers and directors in their 
nonthly returns, but is required to file an annual return only if he has not 
filed the required monthly returns. 

It is recommended that the requirement of monthly returns from officers, 
directors, and certain shareholders of foreign personal holding companies be 
tliminated and that the annual return of officers and directors combine the 
information now required of such persons on the present “monthly” and annual 
returns, and the annual return of shareholders be expanded to include the same 
information as is required of officers and directors. This recommendation would 
relieve officers, directors and stockholders of filing a great number of unnces- 
sary returns and in lieu thereof would require the filing of a limited number 
vf returns which are more informative and of much greater value in the adminis- 
tration of the tax laws. It is also recommended that the filing requirement 
with respect to officers and directors be changed to require returns from only 
those officers and directors who are citizens or residents of the United States 
(the proposed regulations would so provide). It is further recommended that 
the filing requirement with respect to shareholders be extended to cover those 
US. shareholders of a foreign personal holding company who own 5 percent or 
lore in value of the outstanding stock of such company. 

(3) Deduction for dividends paid by foreign personal holding companies which 
fail to file timely returns.—Under section 882 of existing law a foreign personal 
holding company which fails to file a return is, in computing its undistributed 
personal holding company income, denied all deductions allowed in subtitle A, 
iteluding the deduction for dividends paid. The rule under the 1939 code was to 
allow deductions of such dividends. The harsh rule under the 1954 code appears 
to result from a drafting mistake in section 882(c) wherein the term “Subtitle” 
Was substituted for the term “Chapter” as used under the 1939 code. 

The denial of the deduction for dividends paid can lead to the imposition of a 
Confiscatory tax. Thus, if a foreign corporation subject to the personal holding 
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company tax filed no return but paid 30 percent on its U.S. income by way of 
withholding and distributed its remaining income to its shareholders, the corpo- 
ration might still be liable to an additional 85 percent tax on its undistributed 
personal holding company income, which would be its gross income if the deduc- | 
tion for dividends paid was not allowed. This would make its total tax at least 
115 percent of its income. 

It is believed that present law imposes a penalty out of proportion to that 
which should apply in the case of a failure to file a timely return by a foreign 
personal holding company, particularly where the failure to file is due to | 
reasonable cause. Accordingly, we would recommend that Congress enact 
corrective legislation in this area. 

The State and Commerce Departments agree with the substance of the con- 
clusions stated in this report. 

The Bureau of the Budget has advised the Treasury Department that there 
is no objection to the presentation of this report. 

During the consideration of H.R. 5 by your committee, the Treasury staff 
would be pleased to work cooperatively with the congressional tax staffs in 
the development of the legislation. 

Sincerely yours, 
Rosert B. ANDERSON, 
Secretary of the Treasury. 
APPENDIX 


DETAILED COMMENTS ON SECTION 2 OF H.R. 5 


(1) Limitation on dividends received from a foreign holding company 


One of the significant justifications for the adoption of deferral is to permit 
the simplification of existing corporate structures employed in connection with 
investment abroad. In particular, it has been suggested that the foreign busi- 
ness corporation provision will be an inducement for the repatriation of foreign 
holding companies which are set up for the purpose of obtaining tax deferral 
under present law. Under the bill, however, a taxpayer who elects foreign 
busines corporation status may, nevertheless, continue operating abroad through 
foreign holding companies. 

*aragraph (2) of section 951(a) provides that income from the active con- 
duct of a trade or business includes dividends received from a 10 percent owned 
corporation whether domestic or foreign and regardless of whether or not the 
related corporation is itself engaged in the active conduct of a trade or business, 
We believe that dividends from a 10 percent owned corporation should be 
treated as income from the active conduct of a trade or business only where 
that corporation itself derives at least 95 percent of its gross income from 
foreign sources and at least 90 percent from the active conduct of a trade or 
business abroad. 


(2) Limitation of deductions in determining taxable distributions 


Under proposed new section 951(b)(2) of the code, the amount subject to 
tax as a result of a distribution is limited to the earnings and profits of the 
distributing corporation. Thus, although tax is imposed at the corporate 
level, amounts which are not deductible in computing taxable income would 
reduce earnings and profits and may very likely, therefore, reduce the taxable 
income attributable to a distribution. For example, capital losses incurred 
by a foreign business corporation as in the case of other corporations reduce 
earnings and profits. The same is true of charitable deductions in excess of 
the limitation in section 170 of existing law. Similarly, foreign taxes paid 
by the corporation reduce earnings and profits even though such taxes are also 
available for the foreign tax credit. In each case, therefore, the possibility 
arises that such items would have the same effect as ordinary deductions in 
computing taxable income. A special problem arises in connection with reduc- 
tion of earnings and profits by the amount attributable to foreign taxes paid. 
If limitations are not added in the bill, a foreign business corporation under 
certain circumstances would be entitled in effect to a deduction for foreign taxes 
as well as a foreign tax credit. Moreover, the tie-in of distributions to earnings 
and profits may open a loophole in that under certain circumstances the earnings 
and profits of a foreign business corporation might be wiped out by the acquisi- 
tion of all the assets of a concern having substantial deficits. 
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For these reasons it is recommended that the amount includible in income 
with respect to a distribution by a foreign business corporation be determined 
by reference to taxable income without regard to adjustments in earnings and 
profits. 

($) 100 percent dividends received credit 


Under present law, dividends paid by domestic corporations are subject to 
tax when received by a corporate shareholder at the rate of 52 percent after 
the allowance of an 85 percent dividends received deduction as provided in 
ction 243 of the code. Section 2 of the bill, however, would allow a 100 per- 
wot deduction in the case of dividends received by a corporate shareholder 
of a foreign business corporation. To this extent section 2 of the bill provides 
fora significant reduction in existing tax rates otherwise applicable to repatri- 
ated foreign income. It would, for example, give an immediate and, we think, 
qwwarranted tax reduction of more than $25 million to the corporate share- 
holders of one domestie subsidiary which would qualify as a foreign business 
corporation, without any change or increase whatsoever in its investments 
abroad. The overall loss in revenue has not been pinpointed to date, but it 
would be substantially in excess of $25 million. The Treasury, therefore, 
opposes the 100 percent dividends received deduction allowed under the bill 
und suggests that it should be limited to the 85 percent deduction under present 
section 243. 


() Additional limitations of a technical nature 


In addition to the above general comments, we believe that the following 
additional limitations of a technical nature should be noted briefly : 

Requirements for qualifications—Paragraph (1) of proposed section 951(@) 
requires that 90 percent of the gross income of a foreign business corporation 
te derived from foreign sources. Under the present provisions applicable to 
Western Hemisphere trade corporations as well as under proposals in prior 
years for tax deferral, the comparable limitation is 95 percent. A possible 
justification for such a modification is suggested in the explanation accompany- 
ing the bill in which it is stated that the reduction in the percent of foreign 
income required is necessary to avoid disqualification arising from the receipt 
of major items or nonrecurring income such as interest received in connection 
with tax refunds. In the case of a foreign business corporation, however, 
sme measure of protection against such disqualification is already available 
to the extent that termination of foreign business corporation status requires 
disqualification for 2 successive years. We believe, therefore, that the foreign 
income requirement should remain 95 percent. 

Limitations on “distribution” —Proposed section 951(b) (3) defines the term 
“distribution” to include a distribution treated under present law as a dividend 
as well as certain other transactions. In several respects these provisions 
should be further limited and clarified. 

Subparagraph (B) of paragraph (3) provides that a distribution includes 
atransfer covered by section 361, relating to certain transfers which constitute 
‘reorganization as defined in section 368. An exception to this rule is created 
where such transfers are made in connection with a statutory merger or con- 
solidation under section 368(a)(1)(A) or a recapitalization under section 
368(a)(1)(E) if the acquiring corporation has foreign business corporation 
status for the taxable year of the transfer. The justification for the selection 
ofa statutory merger or consolidation for application of this exception is not 
Clear in view of the fact that tax-free reorganizations under other provisions 
having the same general effect are excluded. Moreover, the application of the 
exception in this context to recapitalizations is not understood since it is doubtful 
Whether such transactions are covered by section 361. It is believed that the 
cal of this paragraph should be reconsidered in the light of the foregoing 
onments., 

Third, subparagraph (C) of proposed section 951(b)(3) includes as a dis- 
tribution any payment to acquire, or to reduce a debt incurred to acquire, 
property situated in the United States. For this purpose, however, local 
hank deposits, U.S. obligations, and stock in another domestic corporation which 
qualifies as a foreign business corporation are not considered to be property 
Situated in the United States. In addition, the purchase of U.S. property used 
= connection with the conduct of a business, 90 percent of the gross income of 
Which is from foreign sources, is also permitted. As compared with the treat- 
lent of foreign corporations under existing law, there is precedent for the 


* 
| 
re 


56 FOREIGN INVESTMENT INCENTIVE ACT 


exclusion of bank deposits, but interest derived from investments in obliga- 
tions of the United States is fully taxable in the case of a foreign corporation, 
It is believed that appropriate limitations should be made applicable to jp. 
come derived from the latter source in order to reduce the opportunity for tax 
avoidance through the accumulation of funds in the United States in the form 
of Government interest-bearing obligations. 

Although a distribution is stated to include payments made in connection 
with the acquisition of U.S. property, there is no clear limitation upon trans. 
actions under which the foreign business corporation makes available to its 
parent corporation or other doemstic entities funds representing foreign income 
in the form of loans. The possibility of such transactions constitutes a signifi- 
cant means of diverting funds from foreign investment to domestic purposes and 
express limitations to prevent such a result should be made applicable. 

The exclusion of payments made to acquire property used in a business which 
derives 90 percent of its income from foreign sources appears to permit con- 
tinued deferral with respect to payments made in connection with the acquisi- 
tion of property used in a business having susbtantial activities in the United 
States and, possibly, no activities abroad. This exclusion should be limited to 
property used by a foreign business corporation in the conduct of its foreign 
business operations. 

Finally, subparagraph (D) includes as a distribution the ownership of any 
property on the last day of the taxable year if payment for such property would 
have been a distribution under subparagraph (C). The purpose of this provision 
is to treat as a distribution the ownership of property, the acquisition of which 
was not taxed as a distribution under subparagraph (C), if the property is 
converted to a purpose other than described in subparagraph (C). The taxable 
amount (adjusted basis or fair market value, whichever is lower) is reduced by 
indebtedness on the property. Because of a drafting oversight, payments in 
reduction of such indebtedness, after subparagraph (D) applies, are not con- 
sidered distributions, although it appears they should be. 

One of the troublesome problems connected with foreign business corporations 
is that there is nothing in H.R. 5 to prevent such companies from accumulating 
profits and investing them in portfolio securities abroad, as for example in 
nondividend paying stock of certain Canadian investment companies. Con- 
sideration should be given to imposing a limit upon accumulations of income 
which are not reinvested in active businesses abroad. 

Includable reinvested foreign business income.—Under paragraph (4) when a 
distribution is made, the amount to be reported in gross income apparently in- 
cludes both the amount actually distributed and the deferred U.S. income tax 
attributable thereto. A number of difficult administrative problems will in- 
evitably arise in connection with determining the amount includable in gross 
income under this “gross up” technique. As drafted, the language of para- 
graph (4) is not completely clear and may be susceptible to various interpreta- 
tions. In addition, the paragraph should be expanded to include rules as to 
the treatment of such items as net operating losses and the foreign tax credit. 

The above comments, while not intended to be exhaustive, do point out what 
now appear to us to be the most significant of the technical problems under 
section 2 of the bill. 


Mr. Lanpsay. Mr. Boggs, in the report we stated that on revenue 
grounds the Treasury Department must oppose section 5 at this time, 
unless amendments are adopted which will considerably reduce the 
impact on the revenue. We then stated that this might be accom 
plished if deemed fair and appropriate by two changes in the computa- 
tion of the credit. I stated today that we would like to explore 
with the committee staffs and with the committee whether those 
changes.are appropriate and fair. : 

Mr. Bocas. Yes. I withdraw the implication of my earlier question. 
I think you have been consistent about it. It is a fact, is 1t not, that 
any corporation which establishes a foreign base company now uses 
this device if it so desire? ie 

Mr. Linpsay. Yes. It is the only device it can use if it 1s = 
. "ial holding company. It doesn’t have an election back an 

orth. 
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Mr. Bocas. It is not necessary, is it ? 
Mr. Linpsay. There may be circumstances under which a 


er 
country limitation would be more advantageous. But as a practical 
matter, it is pretty hard to work out since you accord a tax credit 


to dividends paid from a holding company. In the deferred pro- 
yision of the bill, one would have to use the overall limitation and 
not the per country limitation. 

Mr. Boces. Isn’t that again a situation of having in our laws provi- 
sions which make it easier for a corporation organized as a “tax 
haven” corporation, or however you want to describe them, to do busi- 
ness, than one which operates under the American flag ? 

Mr. Linpsay. On principle we favor the idea and concept of the 
foreign business corporation. We are forced on revenue grounds to 
limit it to the less developed areas, and we are also tailoring our recom- 
mendations in the interest of foreign economic policy which requires 
that we encourage investment in these less developed areas. I am not 
sure from an economic point of view whether there is a substantial 
need to encourage investment in the highly industrialized areas. In 
principle we agree with your concept of foreign business corporations 
and do not quarrel with the principle of the overall limitation. It 
makes a great deal of sense. On the other hand, there are many other 
things you can do to the tax law that would appear to be sensible that 
would cost revenue and which we are forced to oppose. 

Mr. Boces. Turning to tax sparing. In writing this provision into 
the bill it was my purpose to make it easier for the Treasury Depart- 
ment to bring x th this objective which you desire. Yet you seem 
to indicate that the only way you would bring this about is by treaty 
which requires the approval of two-thirds of the U.S. Senate. You 
have never had a treaty approved or ratified containing a tax-sparing 
provision. You had one where they eliminated the tax-sparing pro- 
vision. Why don’t you think it is feasible and wise for you to avoid 
using treaties and instead accomplish your objectives under legisla- 
tive authority ? 

Mr. Linpsay. There are a number of benefits to be gained from nego- 

tiating a tax convention or a tax treaty with the less developed coun- 
tries. We have treaties with the more developed countries and have 
been slower in developing treaties with the less developed countries. 
Tax sparing is one of the main provisions in the treaty that we can 
provide that stimulates interest in the less developed countries in en- 
tering into a treaty with the United States. If we provided tax spar- 
ing by statute the inducement to enter into treaties would be somewhat 
lessened, I would think. 

Secondly, we would have to try to put into the statute standards 
that might be difficult to apply if all of a sudden all over the world 
every country decided that they were forgiving taxes. It seems to me 
that in each case you have to examine it in connection with negotia- 
tion of the treaty to find out whether it is really a tax sparing and 
whether it qualifies. We do not now have in effect any treaty with 
tax sparing. The one you referred to, the Pakistan treaty, did have 
sich a provision and the tax sparing provision was eliminated after 

akistan eliminated its own tax sparing. At this time we have half a 
dozen treaties in a very advanced state with a number of countries. 
If we adopted tax sparing by legislation without the need for treaties, 
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I don’t know whether it would have any adverse effect on the negotia- 
tions of those treaties or not. 
The CuarmrMan. Without objection the committee will recess until 
1:15, Mr. Lindsay, and you will be back with us. 
(Thereupon, at 12:15 p.m., a recess was taken until 1:15 p.m., the 
same day.) 
AFTERNOON SESSION 


The Cuairman. The committee will please be in order. 

We asked Mr. Lindsay to return this afternoon in order to be avail- 
able for questions by other members of the committee. Are there 
any other questions? Mr. Machrowicz. 


STATEMENT OF HON. DAVID A. LINDSAY, ASSISTANT TO THE 


SECRETARY OF THE TREASURY; ACCOMPANIED BY JAY GLAS. 
MANN, ASSISTANT GENERAL COUNSEL, AND NATHAN GORDON, 


CHIEF, INTERNATIONAL TAX STAFF—Resumed 


Mr. Macurowrcz. Mr. Lindsay, I believe you have estimated—re- 
ferring to my questions on section 5 of the bill—the loss of revenue at 
$45 million ; isn’t that correct ? ’ 

Mr. Linpsay. That is correct, on the basis of our transcripts for 
1955. 

Mr. Macnrowicz. Had you not previously estimated this at $15 
million in losses ? 

Mr. Linpsay. I think there had been an estimate at that amount 
based on a prior year. It would vary, I imagine, from year to year. 
But at the prior time we did not have the transcript of returns of all 
these 125 companies to make a more accurate estimate. 

Mr. Macurowicz. There seems to be a 300 percent increase, which 
seems to be rather substantial. 

Mr. Lrnpsay. It is very difficult to make an estimate without going 
over the return of each of the major companies’ returns. 

Mr. Macnwrowicz. You referred in your statement to one particular 
company which had a $19 million revenue loss. That is an unusual 
situation ; is it not ? 

Mr. Lrnpsay. It did not recur since then for that company. In fact, 
after that time an overall limitation, if imposed under the 1954 code 
rule, would have lost that company something on the order of $10 
million. The per country limitation was that much more advanta- 
geous in a subsequent year. What the exact situation is today, I am not 
sure. 

Mr. Macnurowicz. That company has explained to your department, 
has it not, that that was an unusual set of circumstances that occur 
in one year, and it would probably not be likely to occur again ? 

Mr. Lrnpsay. It oisbably would not occur again, I don’t know. 

Mr. Macurowicz. So you would not consider that as a typical ex- 
ample of-a windfall situation that could probably arise by the enact- 
ment of section 5? 

Mr. Linpsay. With large companies having oversea operations in 
many different countries, there is bound to be a fluctuation back and 
forth between the overall limitation and the per country limitation. 
In one year the per country limitation may be more advantageous. In 
another year, the overall limitation may be more advantageous. 
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Mr. Macurowicz. The fluctuation would be not as great as indicated 
by this figure of $19 million ¢ 
“Mr. Linpsay. There has been a marked fluctuation for that company 
since then, going down from $19 million to $6 million in the following 
year, and = later on it appeared that the per country limitation as 
compared with the overall limitation would give that company a $10 
million advantage. They began tocomeupagain. I think it depends 
on their operations. 

Mr. Macurowrcz. As I understand from the Secretary’s letter to 
the chairman of the committee, and your statement, there are two fac- 
tors which might lead you to a more favorable view on section 5 if 
enacted. One, in the computation of the overall limitation dividends 
and interests of domestic subsidiaries operating abroad would be re- 
garded as other than foreign income, 

Mr. Linnsay. Yes. 

Mr. Macurowicz. Wouldn’t that actually be a discrimination 
against these companies ? 

Mr. Linpsay. I think it might be a discrimination. We discovered 
that one reason the overall hmitation would mean a substantial re- 
duction in certain years for companies is because they have dividends 
from domestic corporations that qualify as foreign income but don’t 


carry with them foreign tax credit. So there is income waiting to 
utilize a foreign unused tax credit from some other area. By the 


same token there is an unused foreign tax credit in the Western Hemi- 


sphere area where our effective rate is not 52 percent but 38 percent. 
It may be wrong to amend the overall limitation so that you cannot 
utilize the unused tax credit in the Western Hemisphere country, or 
cannot qualify dividends from a domestic aatecldioue as foreign 
income, 

We noted that that seemed to be the major cause of the revenue loss 
and thought we should point it out to the committee. 

Mr. Macurowicz. Wouldn’t this suggestion of the Treasury De- 
partment serve to actually discourage the U.S. incorporation of these 
U.S. subsidiaries operating abroad ? 

Mr. Linpsay. No, sir. As far as the foreign business corporation 
is concerned, as a practical matter, one would have to use the overall 
limitation and not the per country limitation in the way the deferral 
happens to work. 

Mr. Macurowicz. Your Department does feel that we should en- 
courage U.S. incorporation of U.S. subsidiaries abroad ; is that right? 

Mr. Linpsay. I think it is a sound suggestion, yes. 

Mr. Macurowicz. Wouldn’t this tax treatment actually deny them 
the same tax treatment given to foreign subsidiary companies in tax 
haven countries? 

Mr. Linpsay. The suggestion we have in connection with the over- 
all limitation to reduce the revenue loss would have no effect on the 
foreion business corporation. 

Mr. Macurowicz. No, of course not. 

Mr. Linpsay. You are suggesting that by not counting as income 
from a foreign source dividends from a domestic corporation which 
is operating abroad we would discourage the use of that form? 

Mr, Macurowicz. That is correct. 

Mr. Linpsay. That is probably correct. 
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Mr. Macurowicz. And that is not a desirable result, is it? 

Mr. Linpsay. I am not sure that is desirable. 

Mr. Macurowicz. The second suggestion made by the Secretary in 
his letter to the chairman of the committee was that unused forei 
tax credit attributable to lower tax rates paid by Western Hemisphere 
trade corporations should be ainsinated from computation; is that 
correct ? 

Mr. Linpsay. That is correct. These were not recommendations. 
We indicated they should be considered if deemed fair and appro- 
priate. We isolated the reason for the revenue loss in these areas and 
felt it was fair to bring it out for those who were supporting the over- 
all limitation and were concerned about our revenue estimates. 

Mr. Macurowicz. Of course, this differential of the Western Hem- 
isphere trade corporations has been in the law for some time. 

Mr. Linpsay. Yes; since 1942. 

Mr. Macurowicz. In effect, wouldn’t you be exacting a price from 
these Western Hemisphere trade corporations for any benefits received 
from removing the inequity in the law? 

Mr. Liypsay. You would not be permitting under this suggestion, 
if it were adopted, the benefit insofar as that affected the overall limi- 
tation for foreign tax credit. 

Mr. Macurowicz. We would be discriminating against Western 
Hemisphere trade corporations; is that not correct? You would be 
exacting a price from them that would not be exacted from other cor- 
porations. 

Mr. Linpsay. They have a benefit now in that the effective rate is 
38 percent instead of 52 percent. We would not extend the benefit 
into the area of the credit limitation. 

Mr. Macurowicz. In order to give one, you would take away the 
other. 

Mr. Linpsay. We are not taking away anything they have now in 
this suggestion. As I say, the suggestion was made in order to indi- 
cate where the revenue loss came from, and we are not completely 
satisfied that those amendments would be fair and appropriate. I 
think these questions are very pertinent. 

Mr. Macurowrcz. You say you are not satisfied that these sug- 
gested amendments would be pertinent or fair. 

Mr. Linpsay. No. 

, ar Macurowicz. But you did suggest them, did you not, in your 
etter ? 

Mr. Linpsay We stated if deemed fair and appropriate. We would 
like very much to examine into this possibility with your committee 
in executive session, and with the joint committee staffs. If it 1s 
determined that it is not fair and appropriate, and we have very real 
reservations in that regard, we should not do it. 

Mr. Macurowicz. That is all, Mr. Chairman. 

The Cuatrman. Mr. Curtis will inquire. 

Mr. Curtis. First, Mr. Chairman, I would like to register my appre- 
ciation for this statement presented by the Assistant Secretary. 
wish testimony from the departments would follow this line of healthy, 
constructive criticism. I want to compliment the gentleman for it. 

Is it the Department’s position that we are- presently receiving 
damage to our revenues from utilization of the various tax havens! 
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Mr. Linpsay. Any company shifting from a domestic operation 
jbroad to a foreign operation abroad does affect the revenue. 

Mr. Curtis. Has the Treasury made any study to see how much of 
thatis being done? It is my understanding that there is an increasing 
utilization. 

Mr. Linpsay. There is an increasing utilization. 

Mr. Curtis. So if we started from that premise, it would seem to 
neand I think your testimony indicates that there are some corrective 
fatures in this bill, H.R. 5, that would at least make more equitable 
the use of the tax haven formula. Would that be a fair statement? 

Mr. Linpsay. That certainly is a fair statement, Mr. Curtis. 

Mr. Curtis. Has the Treasury any recommendation at all as to 
yhat to do about the present utilization of the tax havens, or are you 
content with that, feeling that there are some economic advantages 
derived from it? 

Mr. Linpsay. We have some recommendations that would permit 
sme relaxation in the ruling policy under section 367. For example, 
ifa foreign corporation, upon liquidation, created an ordinary divi- 
dend tax to its parent to the extent of its accumulated earnings and 
profits, there would be less opportunity for tax avoidance. If there 
vere similar distribution rules applied to foreign corporations, as is 
suggested in connection with the foreign business corporation, there 
vould be less abuse and an opportunity to relax in the rulings area. 
However, we may wish to concentrate on the foreign business corpora- 
tin rather than making it more feasible to quicken the trend toward 
the use of the tax haven corporations. So most of our suggestions 
were aimed at the foreign corporation concept. 

There is only one possible suggestion which is not a Treasury recom- 
mendation. Many other countries, such as Britain, tax foreign and 
domestic corporations alike. They tax foreign corporations if they 
are managed and controlled in the United Kingdom. We have never 
adopted such a concept. We are not prepared to make any such 
recommendation along those lines and we may have a constitutional 
question in taxing foreign corporations on that basis. 

Mr. Curtis. Has the Treasury concluded that the use of the tax 
havens now and the increasing use of them is bringing about desirable 
results in building up the economies of the countries abroad ? 

Mr. Linpsay. I think that the use of a holding company, tax haven, 
ora foreign business corporation, does permit mobility of capital from 
one country to another without tax impediment. Certainly that, eco- 
nomically, is a good thing. I might add one thing to that. We also 
believe at this time that because of our foreign economic policy and 
the need to increase the living standards in the less developed coun- 
tries, it would be helpful to provide special incentives limited to less 
developed countries, and if the incentives were equal across the board, 
capital would flow where it is most protfiable to invest and the capital, 
a3 is the case today, would probably go to the more industrialized 
areas, 

Mr. Curtis. Then the use of the tax havens today has a tendency 
to have investment in the more industrialized countries, rather than 
ral developed areas; is that right? Or do you say that as a neutral 

actor ¢ 
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Mr. Linpsay. I would say it is a neutral factor. It would permit 
the shift of investment without tax impediment. If that shift went 
in the direction of the less developed countries that would certainly 
assist our economic policy. ! 

Mr. Curtis. But our studies reveal, or I think they reveal, although 
I am not sure that they do, that most investment has gone into the 
industrialized countries, rather than the less developed countries, 

Mr. Linpsay. That is correct. 

Mr. Curtis. That is why I asked the questions as to whether the 
present setup of the use of the tax haven and the increased use would 
reveal a further increase in investment in industrialized countries 
as opposed to the less developed. I would be interested to know 
whether it is neutral or whether it has been encouraging that kind of 
investment 

Mr. Linpsay. I think the figures show, in the Department of Com- 
merce, that there has been more rapid increase in investment since 
1950 in Western Europe than other areas. In Western Europe it 
nearly tripled since 1950. It has gone up considerably in Canada. 
I think it more than doubled in Canada. In other countries the up- 
surge in investment has been less dramatic. 

Mr. Curtis. Of course, the cause of that would be very interesting. 
My colleague, Mr. Mason, has been suggesting the stability of the 
governments. I think probably that is a factor. But I suspect there 
are other factors that are even more underlying. I will get back to 
that question because I have another point on that. 

Moving to the statement that you made in regard to the Western 
Hemisphere Trading Corporation Act and the use of a tax reduction 
instead of deferral, where you stated, I think on page 10, that it would 
be more likely to repatriate foreign earnings if such repatriated profits 
were to be at a reduced rate. 

Is there any evidence that there has been a repatriation of the 
earnings through the Western Hemisphere Trading Corporation Act? 
After all, we have had something in existence for a number of years, 
so we don’t have to deal entirely with theory. Have there been studies 
made that support that contention, or is it just theory ¢ 

Mr. Linpsay. The Western Hemisphere Trade Corporation Act 
applies to export operations as well as to investment operations. 

Mr. Curtis. Ina limited way. 

Mr. Linpsay. It does not have to be an investment overseas. If 
there was, there would be permanent establishments in the Latin 
American countries and there would be a tax paid to those foreign 
countries. But in most cases there is relatively very little foreign tax 
credit claimed by trading companies. I don’t think the dividend 
omer vary substantially from other trade corporations. We would 

having to make the comparison with a deferral provision which we 
don’t have, except in the area of foreign corporations now. pet 

Mr. Curtis. 1 would modify your statement on export to a limita- 
tion. If the exporter does not have enough investment in the country— 
by “enough” I mean to have a warehouse or some permanent estab- 
lishment so that title is judged to have passed within that country— 
then it does apply. 

Mr. Linpsay. A mere warehouse does not ordinarily create a per- 
manent establishment for tax purposes. 
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Mr. Curtis. It has to be more than that. 

Mr. Lrnpsay. It has to to be more than that. ; 

Mr. Curtis. I think you have to have a permanent establishment in 
order to pass title in the foreign country. Under the interpretation 
of the act in effect it has amounted to that. Therefore, the only people 
who benefit by the Western Hemisphere Trading Act are those who 
are in a position to have that much investment in permanent facilities. 
Tothat extent it would be comparable. 

One other question, of course, would be this: A study of what effect 
the Western Hemisphere Trading Corporation Act has had — 
trading and investment in South America. The only way to do that 
isto look at it before and then after and then surmise. Has Treasury 
done any of that and reached any conclusions ? 

Mr. Linpsay. I think the figures show that there has been increased 
investment in Latin America since 1942 when this was adopted. 

Mr. Curtis. Has it been pro rata? Surely because there has been 
increased investment in total. Has the rate of increased investment 
in Latin America been similar to the rate of increased investment in 
Western Europe? 

Mr. Lanpsay. For a time it was greater, because after the year that 
the Western Hemisphere Trade Corporation provision was adopted, 
much of Western Europe was under occupation and there was ve 
little trade and investment going on there by private industry. Tt 
makes it very difficult to have a fair comparison. That was about the 
only area in the world where we could carry on our trade. I would 
think that the best comparison is not before us, and that is what 
would have happened during those years if we did not have a West- 
em Hemisphere Trade Act, and we don’t have that comparison. 

Mr. Curtis. What I am trying to evaluate is this. After all, we 
have had on the books in a limited geographical area the use of tax 
incentives, you might say, to try to encourage, as you say, trade, but 
also investment to a lesser degree. Now this bill before us is using the 
same carrot, you might say, to bring about an increased amount of 
investment and trade. It would seem to me very wise if we looked 
at the effects of the act that has been in operation, the best we can, 
knowing that it is limited, to see whether or not that formula is 
sensible. It seems to me it is. I think the case can be made. But I 
have yet to see anyone make the case. 

Mr. Linpsay. Let me suggest this. In the early years of the West- 
em Hemisphere Trade Corporation provisions we were in a war pe- 
riod in which that was one of the few areas where investments were 
Pathe. Since 1950 the investments in Western Europe have gone— 

am talking about direct investments of private industry—from $1.7 
billion to over $4 billion. In Latin America it is about double, from 
34.7 billion to almost $9 billion. So the rate of increase in Western 
Europe has been greater. Direct investment, of course, includes in- 
eet through foreign subsidiaries. So there is also a tax incen- 

lve there, 

Mr. Curtis. Would that show a plowback of retained earnings, too? 

Mr. Linpsay. That includes retained earnings. 

Mr. Curtis. That includes retained earnings. 

Mr. Linpsay. Yes, that is not all new investment. 
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Mr. Curtis. On page 7, you refer to the restrictions that you would 
place upon export income as opposed to investment. I had thought 
and in fact I hoped when I first read that, that would be an en. 
deavor—I mean the suggestion of how to include some export in- 
come—to take care of this problem that I have seen of putting the 
smaller companies at a disadvantage in competing in foreign markets 
with their competitors in the domestic market. That dollar limit 
would probably do that. Is that the purpose of that suggestion ? 

Mr. Linpsay. The purpose of that suggestion is to exclude the pure 
trading as opposed to the investment operation. I am not so sure it 
would have the effect that you suggest. I would hope that it would, 

Mr. Curtis. This is what bothers me: Until we solve this one, I 
am going to be very chary about how we go ahead. We have a situa- 
tion where a company—a small company—manufactures a product, 
such as machinery, and sends its agents down to a foreign country to 
sell the product. That company is in competition with a big com- 
pany in the domestic market and does very well. But when it comes 
to Latin America, the bigger corporation can have sufficient invest- 
ment down in these countries so that they can operate under the 
Western Hemisphere Trading Corporation Act, while the smaller com- 
pany cannot. I just frankly think it is a bad procedure to put into 
a law that kind of inequity. Possibly, and I was hoping this dollar 
limitation which does not earn more than 50 percent of the gross income 
from exports would probably do the trick. Your small companies 
are going to do the base of their selling in the domestic market, rather 
than the foreign market. 

Mr. Linpsay. That may be. 

Mr. Curtis. Then one final observation for your comment: When 
this legislation had been before us before, or similar types of legisla- 
tion, I have been very much concerned about the fact that American 
investment goes abroad, not to manufacture to sell into the markets 
abroad, but rather for various reasons—I suspect to get around a lot 
of the social legislation that we imposed upon our manufacturers in 
this country—ship their manufactured product back into the American 
domestic market. That, to me, is not a healthy economic situation at 
all. I have always suggested that there should be some limitation in 
any of these acts that would prohibit that from being done. We could 
have, for example, a shoe company down in Mexico simply to gain the 
advantages of this, not to manufacture shoes for Mexicans, but rather 
to ship them right back into the American domestic market. I wonder 
if you would care to comment on that. 

Mr. Linpsay. Yes, Mr. Curtis. If you are operating in a country 
that has a tax rate similar to our own, the advantage is not a tai 
advantage so much as it is lower operating costs and lower labor 
charges. I suppose that the American concern wants to be able t¢ 
compete with the foreign manufacturers of like products. That raise 
the question as to whether or not we ought to put a limitation in the 
tax provisions to try to solve that problem. 

Mr. Curtis. Not to solve it, but not to give an added incentive. | 

Mr. Linpsay. Originally in H.R. 8300 and 7725 there were lim! 
tations on the provisions so that originally if 25 percent, and thel 
10 percent, of the income came from shipping goods back to th 
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United States, the concern could not qualify for the benefit under 
those bills. 

Mr. Curtis. That is correct. ' 

Mr. Linpsay. I believe this was at cross purposes with our basic 
objective of foreign trade policy. 

Mr. Bocas. Doesn’t the situation referred to by Mr. Curtis involve 
one in which the income is derived from the United States and being 
domestic source it would not qualify ¢ 

Mr. Linpsay. I was not quite sure I heard Mr. Boggs correctly. I 
don’t think it would be income within the United States. It would 
ordinarily be income abroad, but it would be taxed at the foreign tax 
rate in the country in which the income was earned. There again it 
depends on where the goods are sold. They may be shipped into 
the country but actually sold abroad. 

Mr. Boees. That is right. 

Mr. Curtis. My observation would bethis. I don’t happen to think 
that you improve the economies of countries abroad by a simple in- 
crease in trade. You benefit those countries if their per capita gross 
national product has increased. In other words, if they are de- 
veloping a domestic market of their own. The old argument used 
to be in the United States against sweatshop labor that the consumer 
in this country only received a temporary benefit from the low cost 
of sweatshop labor. I happen to believe that is pretty wise. We 


should be taking, I should think, a similar position in regard to what 
we are trying to do abroad. If we are going to simply capitalize on 
8-cent-an-hour labor in certain of these countries, for example, so 
that you can ship back into our domestic market, I doubt very much if 


over a long period of time it will develop a domestic market in that 
country. it will not help these countries ; help us combat communism. 
I think that is the reason behind those limitations, or at least would 
be the reasons I would propose such limitations, and not at cross pur- 
poses, as you suggest, with our overall policy of trying to develop 
trade. I think the purpose of developing trade is to develop the econ- 
omies abroad. If we are not going to be doing that, we are not de- 
riving the benefits from that trade that we seek in the foreign aid bill, 
or the moneys we spent directly through grants or loans to the for- 
eign countries. 

Mr. Linpsay. Mr. Curtis, perhaps the problem of imports in this 
country is more a problem of our genera] tariff policy, rather than 
whether or not deferral is appropriate for the concern that is operat- 
ing as a foreign business corporation and paying taxes abroad. 

Mr. Curtis. Let me make that clear. I agree with you. My only 
point was this. I think the basic issue of foreign trade is tariffs, 
and all these other trade restrictions. But addressing ourselves to 
H.R. 5, or the use of tax incentive, all I am saying is that if we are 
going to put on an added incentive, that that incentive not be available 
if it is not achieving these objectives. Not that through our tax 
Incentives we are going to correct all of these other things. I don’t 
think so at all. But certainly we should not be encouraging some 
of the things which in the long run would not be beneficial. 

Mr. Linpsay. The problem of imports is probably. less serious: in 
connection with our recommendation of limiting incentives to the less 
developed countries. | 


: 


66 FOREIGN INVESTMENT INCENTIVE ACT 


Mr. Curtis. I think I might agree with that, although those are the 
countries where there is apt to be more exploitation, both because 
of the weakness of their governments and the economic strength within 
those countries. 

Mr. Linpsay. Yes. 

Mr. Curtis. That is all. Thank you. 

The Cuarrman. Are there any further questions? Mr. Simpson 
will inquire. 

Mr. Stmpson. Mr. Lindsay, do you think the passage of this bill 
would substantially increase our exports and thereby help us solve 
this problem of drain on our gold? 

Mr. Linpsay. You are talking about our recommendations in con- 
nection with the bill, or H.R. 5 as it stands? 

Mr. Stmpson. I am talking about the bill. 

Mr. Linpsay. I really don’t know whether it would substantially 
increase our exports. It would certainly grant a tax benefit to those 
who are in the export business. 

I might add in this connection that the Canadian foreign business 
corporation provision excludes exports, and the British have a slightly 
different system in their oversea trade corporations, in that if the 
activity does not produce a tax abroad, or would not have produced a 
tax abroad, if the foreign country had the British tax system, it would 
not qualify under the oversea trade corporation provisions. So, many 
straight export activities would be excluded. But as to whether or 
not we would actually increase our exports by H.R. 5, I do not know. 
I think the contention of the proponents of the bill is that exports lead 
to investments abroad, and it would increase our investments abroad. 

Mr. Srurson. Your conclusion is that it would increase exports or 
would not? 

Mr. Linpsay. I have no conclusion on that. 

Mr. Srapson. Inasmuch as we have tax laws, is that based upon 
existing businesses abroad ? 

Mr. Lrnpsay. On existing businesses abroad. It is just the exports 
abroad. 

Mr. Stason. What would you say with respect to imports. Do 
you think it would cause a speedup in imports and further jeopardize 
our gold in the situation ? 

Mr. Lanpsay. I don’t believe we would have a serious problem in 
our balance of trade and gold situation if we limited the incentive 
provisions to the less developed countries. I can’t say how it would 
work out otherwise. 

Mr, Smreson. You are referring now to the Treasury recommenda- 
tion 

Mr. Linpsay. Yes, sir. 

Mr. Srmpson. I have a question that I want to ask you. It deals 
with existing law, and the question of foreign tax credit. I am 
advised that in some countries the principal tax is on the gross sales 
and not on net income. An example is in Canada and some Latin 
American countries, where it is said life insurance companies pay & 
tax on premiums instead of a tax on net income. I understand the 
Commissioner of Internal Revenue, notwithstanding an appellate 
court decision to the contrary, has ruled that life insurance companies 
are not entitled to a credit for the premium taxes they pay. 
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are the I ask you whether or not it is your judgment that it would be de- 
because sirable for the staff to review and make further study of this problem 
within with a view of reporting to the committee on this matter? I per- 
sonally would like to have it done. 
Mr. Linpsay. Yes, I think it is very appropriate for the staff and 
we would like to cooperate in that study, as to whether or not the 
impson foreign premium taxes should be allowed as a credit. 
Mr. Simpson. That is all I have. 
his bill Mr. Boees. Mr. Chairman, I have one or two questions. 
1s solve The Cuarrman. Mr. Boggs will inquire. 
Mr. Boees. Mr. Lindsay, in your principal statement on page 9, 
in con- what do = mean by the phrase “distribution limitations” which 
you would impose on foreign subsidiaries ¢ 
Mr. Lrnpsay. There are certain transactions in section 2 which are 
intially treated as a distribution of a dividend. It might be a loan to the 
to those stockholder. It might be investment in certain property in the United 
States for the benefit of the stockholder. These t of transactions 
business give rise to tax liability under section 2 to the foreign business corpo- 
slightly ration. If the foreign business corporation could avoid making loans 
t if the tothe stockholders which would occasion the tax, but have its wholly 
dures owned subsidiary do the very same thing, it would be able to subvert 
+ would the limitations you have in section 2, We have therefore recom- 
o,many f mended that if there is going to be a waiver of the requirements under 
ther or vction 367 for an advance ruling on the transfer of property from 
naw the foreign business corporation to its subsidiaries, that we ought to 
rts lead have the same restrictions, the same distribution limitations as we 
abroad. have called them, on the subsidiaries as we have on the foreign busi- 
ports or hess corporation under your bill. 


Mr. Bboges. You are proposing these specific limitations as they are 
how written into the law. 
_ Mr. Linpsay. In section 2, with a few refinements that we suggested 
appendix. 


ed upon 


exports Mr. Boges. In response to a question by Mr. Curtis, you said that 
t warehouse established abroad in the Western Hemisphere where 
ia’ Tie goods were sold and distributed and stored did not qualify for treat- 


ent under the Western Hemisphere Trade Corporation Act. 

Mr. Lanpsay. I did not mean to say that. 

Mr. Boaes. I want to get this straight. 
_ Mr. Lrypsay. Under many treaties which we have, the mere hold- 
ing of a warehouse in a particular country does not necessarily mean 
that you have a permanent establishment in that country which 
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ninemiee would mean that all the sales would be taxable in that country. That 
saslightly different problem. 
Mr. Boees. Stated the other way, if you do have a permanent es- 
Ti deals ‘blishment? 
 T am Mr. Linpsay. If you have a permanent establishment, your sales 
‘oss sales & “tributed to that permanent establishment in a country would be 
ne Latin & “Wdject to that country’s taxation. However, a mere warehouse may 


hot qualify as a permanent establishment. 
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Mr. Bocas. Are you familiar with what it has been in the first 
months of this year? 

Mr. Lanvsay. No, I am not, offhand. ; 

Mr. Boaes. It has been about $346 million. If it continues at th 
rate, it is a reduction of about two-thirds of what it was in 1958, A 
a matter of fact, almost an insignificant sum, So that I don’t qui 
understand the emphasis being placed on this. As a matter of fac 
I think many other factors should be taken into consideration in ¢o 
nection with this bill, wouldn’t you agree? ‘ 

Mr. Lanpsay. I think all of the factors are pertinent on the que 
tions that you raised. I know this committee has been over that tho: 
oughly with other persons in the Treasury Department. 

Mr. Boaes. Very recently ? : 

Mr. Linpsay. Yes. They are more competent in that area than 
am. 

Mr. Boces. I have just one final policy question. If it were possib 
to eliminate all revenue considerations—in other words, assuming fi 
the moment that we had a surplus budget, that we were in a plus si 
uation insofar as the Federal revenues are concerned—would yc 
find anything in this proposal that you could object to in principle! 

Mr. Lanpsay. I think in principle we might now object to sectic 
4), the 14-percentage-point reduction, but not to section 2, the d 
ferral on a worldwide basis, 

Mr. Boces. That is all, Mr. Chairman. 

Mr. Mason. Mr. Chairman. 

The Cuarrman. Mr. Mason. 

Mr. Mason. On this gold balance business, we do now have an w 
favorable balance of trade with England, at least, and it is borde 
ing on that in three or four other countries. An unfavorable balan 
of trade means that foreign countries claim and receive our gold, - 
that not true? 

Mr. Linpsay. I believe we do have an unfavorable balance at tl 
moment. 

Mr. Mason. It is true that an unfavorable balance of trade do 
drain our gold, does it not ? 

Mr. Linpsay. Yes, a balance of payments deficit may. 

Mr. Mason. With our gold supply now in a rather precarious 
tion because the gold that we now claim of that $20 billion at Fo 
Knox is not any more than we need as backing for our currency tod: 
that we have out, if we lose any more currency, will we have not tl 
necessary backing with gold? Is that not true? 

Mr. Linpsay. That follows. 

Mr. Mason. Then this gold problem is a vital problem. If this bi 
as drawn would tend to increase that eafewutekie balance of trad 
it would draw out then more of our gold and put us in a more pr 
carious situation, would it not? | 

Mr. Linpsay. I have a statement here on the balance of payments! 
relation to the Boggs bill, and I would be glad to submit it for tl 
record. Itisapagelong. I could read it. 

Mr. Mason. I think it should be. 

The Cuarrman. It should be if it bears on Mr, Mason’s questio 

Mr. Lrnpsay. Yes, it does. 

The Cuarrman. Then it will be included at this point. 
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(The information referred to follows :) 


BALANCE OF PAYMENTS IN RELATION TO Boccs BILL 


The short-run balance-of-payments effect of international investment depends 
on the extent to which the original movement of capital is accompanied by an 


export of goods and services from the United States, If the investment is in the 
form of cash spent for the procurement of goods and services in foreign coun- 
tries, monetary reserves or other liquid assets of foreign countries will increase 


unless they purchase corresponding amounts of goods and services from the 
United States in other transactions. If the exports from the United States are 


equal to the investment, there is no immediate effect on the balance of payments. 
In recent years, foreign countries as a whole have not been spending here in 
the United States as many dollars as they have been receiving from their inter- 


national transactions. The resulting accumulation of gold and dollar holdings 
has been principally on the part of the industrial countries of Europe and Japan 


from their transactions with the United States and the less-developed countries. 
Since the United States maintains an international gold bullion standard 


under which the Treasury buys and sells gold for dollars in transactions with 
foreign governments, central banks, and under certain circumstances, interna- 
tional institutions, when foreign countries acquire dollars, through their trans- 
actions with the United States or with other countries, they may purchase gold 
with these dollars. They may also sell gold to obtain dollars if they need 


dollars for payments. The United States has been a net seller of gold in recent 
months, though we were net purchasers in earlier periods. As Secretary Ander- 


son stated before this committee last week : 
“While the gold movements of the past 18 months have been in response to 
the normal functioning of gold in international exchange, the correction of prior 


adjustments, and the historical rebuilding of monetary reserves, they should 
serve as a reminder that the postwar dollar shortage has long since disappeared, 


although there remains a shortage of capital resources in many of the less- 
developed countries. These gold movements should remind us that other nations 
have built strong financial and industrial communities and that we must reorient 
our thinking in order to perform our full responsibility in the conduct of our 
internal and international economic affairs.” 

Mr. Mason. That is all, Mr. Chairman. 

The CHarrman. Mr. Alger will inquire. 

Mr. Aterer. Under sections 2, 4, and 5, you recognize the loss of 
revenue to the Treasury. It is the responsibility of the Treasury to 
make both ends meet. 

Mr. Linpsay. That is correct. 

Mr. Acer. I do not know whether this is in your field, Mr. Lindsay, 
but I will ask it anyway. Does there seem to be any inequity to you 
from your standpoint on granting tax help, no matter how valid, to 
this group of industries without granting similar tax relief to the 
other industries that have to continue to carry the load and in effect 
take up the slack ? 

Mr. Linpsay. Generally speaking, it is very hard to justify tax relief 
for one segment of business if we can’t provide it for all. “There are 
other factors to be taken into consideration. One is our overriding 
consideration of foreign economic policy, and the national interest to 
stimulate investment in less developed countries. Another is that one 
can exaggerate the overall benefit for an overseas operation in deferral 
in that right now those companies are paying foreign taxes and are 
permitted to offset those foreign taxes against U.S. taxes. So there 
1s a comparatively small margin of benefit for direct investments in 
foreign countries. 

Moreover, right now under existing law, businesses can operate 
through foreign subsidiaries and new businesses more easily than old 
businesses with existing investments abroad can form holding com- 
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panies in tax haven countries, and pretty much enjoy the benefits that 
they would get under this bill, with some of the restrictions that are 
suggested in this bill not being present. So it is difficult to be cate- 
gorical in answering your question. As a general matter it is difficult 
to grant tax relief in one area if we cannot do it in all areas. 

Mr. Aucer. On the other hand, you see the possibility of these tax 
incentives resulting in greater Federal revenue later on. 

Mr. Linpsay. We would all hope that would be the case. Presum- 
ably as the economies of other countries are improved, general trade 
will improve, and our economy will benefit also. 

Mr. Arcer. There is nothing in this bill you can put your finger on 
that would indicate, as we have concluded from other tax relief granted 
domestically heretofore, that tax relief by its nature stimulates busi- 
ness, producing greater Federal revenue. There is nothing in this 
bill to indicate that possibility ? 

Mr. Linpsay. I think that the fluidity granted business in foreign 
investments through a foreign business corporation could not help but 
in the long run increase the return to those businesses, and eventually 
to the United States. In the meantime we do have the problem of 
the deferral and its immediate and interim impact on our revenues. 
I can’t project into the future what would or would not happen if this 
bill passed. 

Mr. Auger. Other than your statement, is there any other reason 
that you can think of now that the risk overseas deserves this tax in- 
centive, other than State Department considerations. 

Mr. Linpsay. I think our foreign policy and our economic foreign 
policy is a consideration that is difficult to lay aside. We are, in our 
national interest, affording economic aid to some of these countries. 
We are competing against the Communist bloc. It is essential to en- 
courage business also to put their shoulder to the wheel in their com- 
mon interest with U.S. foreign policy to improve the economies of 
those countries. Perhaps I was not complete in answering your ques- 
tion. You asked whether there is any other reason beside that. I 
think in our statement we indicated that laying aside our fiscal posi- 
tion, revenue impact, and our economic policy, that there is logic in 
section 2 of the Boggs bill, in that industries can operate through 
foreign corporations and tax haven countries and obtain some of 
those benefits now. This bill would permit that for a domestic 
corporation, 

Mr. Aucer. Thank you. 

The Cuatrman. Mr. Lindsay, with respect to the deferment of the 
tax on income derived by a foreign business corporation, what do we 
mean by income? Do we define income for this purpose as we nor- 
mally define income? Is it income from trade or business? Is it 
income from pure investment? Is it capital gain? Is it royalties? 

Mr. Linpsay. It is defined in the bill to include dividends from a 
10 percent owned subsidiary. 

The Cramman. You follow the definition in the bill. You don't 
change that definition in any way ? 

Mr. Linpsay. No, we have not, except in this context. There is a 
question as to whether or not we ought to measure it by taxable in- 
come with adjustments or earnings and profits with adjustments. 
Under the bill it is taxable income limited by earnings and profits. 
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We have some question there, but it is more technical than substantive 
and can be worked out, I am sure, in executive session. 

The CHarrMan. I have a little difficulty in understanding what we 
are trying to do as I listen to this testimony. I had thought that our 
main purpose was to bring about industrialization of underdeveloped 
countries within the limit that you would place upon this deferral 
provision, —— the privilege only to investments in underde- 
veloped countries. For the life of me I do not see that we guarantee 
necessarily the industrialization of a country if we provide in the first 
instance for the domestic corporation to receive the same treatment as 
a foreign subsidiary. We might justify the equalization of the situa- 
tion because of the present discrimination, but are we certain that in 
the process of doing so we do anything to increase the industrialization 
of the underdeveloped countries ? 

Mr. Linpsay. With respect to dividends, sometimes it is difficult 
or impossible to operate in a foreign country without utilizing a 
foreign corporation with shared ownership with persons in that for- 
eign country. I believe for oversea trade corporations the British 
permit dividends to qualify, but it is necessary to have 50 percent 
ownership instead of 10 percent ownership. Twenty-five percent 
ownership may be adequate to take care of most situations in which 
the ownership has to be shared with residents of the foreign country 
in which you are operating. Ten percent is on the liberal side and 
gives maximum flexibility. If you go below that you are getting into 
portfolio investment which would not be proper. 

There are other items here, including royalties—that is amounts 
received as compensation for the use or the right to use patents, trade- 
marks, or copyrights—and compensation for the rendition of techni- 
cal, managerial, construction, scientific, or like services. We are not 
altogether sure about the royalties. 

The Carman. If we wanted to defer the tax on income to obtain 
an objective, if we think that objective is so desirable that we use 
the tax law to create a preference in treatment in order to obtain that 
objective, then I can understand, if we confine our preference to those 
circumstances that do actually develop that condition that we desire. 
There is a lot of difference in my mind between the deferral of income 
derived from trade or business and deferment of income from foreign 
sources that might come from something other than a trade or 
business, 

Mr. Linpsay. I agree with you very definitely, Mr. Chairman. I 
believe that the bill as drafted requires that dividend income come 
from a subsidiary which in turn is operating in a trade or busness. 

The Cuatrman. I know, but it may be 10 percent ownership. To 
me that is more in the nature of an investment than the operation of 
a trade or business. 

Mr. Linpsay. If we required 100 percent ownership, we would be 
cutting out those businesses in countries where it is necessary to share 
ownership. 

The Carman. I understand the difficulty. What I am trying to 
point out is that it is difficult enough to try to define what you mean 
by an “underdeveloped country.” Mr. Curtis suggests that we leave 
itto the State Department to give us that definition. They may tell 
you the countries where this deferral will apply and where it will not 
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apply. I would not agree to that as a satisfactory solution. That 
is only one problem. We might be able to define by law what we 
mean by an “underdeveloped country,” and in the process of establish- 
ing such a definition we might want to do something about a change 
with respect to income derived from our possessions, where we limit 
that to trade or business. This matter of income defined for pur- 
poses of this deferral presents to me a rather complex problem. The 
question is whether or not we should permit a continuation of a defer- 
ral of the tax on income derived in Cambodia when actually the pur- 
ose that that income is serving is not in the development of Cam- 
odia, but the company operating and making that money in Cam- 
bodia may be investing that deferred income in the stock of some 
Canadian investment company. Would you continue deferral in that 
instance? Surely Canada would not meet the definition of an “under- 
developed country” ? 

Mr. Linpsay. I believe not. The investment in the Canadian in- 
vestment company may or may not produce income. If it was suffi- 
cient it might disqualify the company. 

The Cuamman. My understanding is that they are quite good 
income producers; they just don’t pay dividends. 

Mr. Linpsay. Under those circumstances, then, under the bill they 
could do that. 

The Cuarrman. Is that what we want? That is what I am asking. 
Mr. Lanpsay. That is not. 

The CHarrman. That is not the objective we have in mind? 

Mr. Lannsay. That is not the objective. 

The Cuatrman. As I see it, this matter must be gone into very care- 
fully, even if we should go the route suggested by the Treasury of 
allowing the deferral of the tax on income derived from these under- 
developed countries. 

Mr. Linpsay. The definition of “income” should be gone into very 
carefully. We will be glad to do that with your staffs. The 10 per- 
cent figure could very readily be 25 percent. I doubt whether it 
should be more stringent than that. 

The Cuatrman. I wonder whether, in answer to a question of Mr. 
Boggs about the support that exists among the business people for 
this bill, it might well not be true of support for a very limited propo- 
sition, such as you are talking about ? 

As I envision it if we limit tax-deferred treatment to under- 
developed countries, we do something for the extractive industries 
and very little else. What other investments are we going to make 
any time soon in these underdeveloped countries, that is, private in- 
vestments, except those that are made by the extractive industries such 
as mining and oil ? 

Mr. Lannsay. Our whole trouble is, with the exception of the extrac- 
tive industry there have been very few industries that have been at- 
tracted to the less-developed countries. 

The Coamman. They have gone there now. 

Mr. Linpsay. The extractive industries have. 

The Cuatrman. Do we need this program for any more to go there? 
Mr. Lanpsay. We need a program for the nonextractive industries 
to be attracted into those areas. 

The Cuamman. What I am getting at is this: There is a lot of 
difference between what Mr. Boggs is suggesting in his bill as it 
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vould be viewed by the businessmen in the United States and what 
spparently you and Mr. Kearns and I assume Secretary Dillon will 
ie suggesting that we do; namely, limit this to underdeveloped coun- 
ries. Actually, as I have read this, it would be utilized largely by 
the extractive industries of this country that might go over there and 
are already there. I do not think you have to do anything more to 
get the oil industry to find oil somewhere. I hope we don’t have to 
dotoo much more. 

Mr. Linpsay. I might indicate that the extractive industries on the 
average pay out a far larger percentage of their dividends after taxes 
than the other industries. I think it is of the order of 90 percent. 
Foreign business corporations, to the extent that they obtain deferral, 


¥ should not also obtain percentage depletion, because foreign corpora- 


tins have deferral, but no depletion. A domestic corporation has 
n0 deferral, but percentage depletion. I doubt if this particular 
provision, if adopted and after thoroughly being gone over by the 
staffs of the committee, with the Treasury cooperating, would be 
particularly designed for the extractive industries. 

The CHatrMAN. I know it is not designed for the extractive indus- 
tries. When we make investments in these underdeveloped countries, 
vhat generally are our investments serving? Aren’t they serving 
the purpose of the extraction of something at that particular time 
that may exist in.those countries that we want? Do we go into Cam- 
bodia or some country like that with the idea of setting up a steel mill 
an industry of that sort? What I am saying is this: Most of 
our investment so far in these underdeveloped countries has been of 
an extractive nature. Do we have any certainty if we limit this 
provision to the underdeveloped countries that the pattern will change 
toany great extent ? 

Mr. Linpsay. We have a breakdown of figures that I could submit 
forthe record on this point. 

Mr. Boaas. I believe even under your definition, Mr. Lindsay, which 

Idonot accept, all of Latin America is included in the underdeveloped 
weas. Even your definition does not limit it to Cambodia. 
The Cuarrman. We might be better off than not to have the defini- 
tion in here, and leave it wide open, because somebody else might 
say that all of Western Europe for this purpose is underdeveloped. 
The purpose might be better served if we didn’t have a definition 
inthe law, and just carry out the purpose of this limitation. 

Mr. Boces. The point I tried to make this morning, Mr. Chairman, 
vas that the tax rates of the so-called developed countries are so close 
‘oour own, and, as a result, the tax differential is so small that I don’t 
%¢ where it makes any difference to have the provision without geo- 
graphic limitations. 

The CuarrmMan. I am not arguing against your point. I am arguing 
tbout the point Mr. Lindsay makes, that this is all right in under- 
eveloped countries. I am saying that all it would serve if limited 
a underdeveloped countries is perhaps promote the extractive 

ustries, 

Mr. Bocas. I think you sound like you are on my side, so I am not 
sng to argue with you anymore. 

Mr. Linpsay. Let me put it this way. The less-developed coun- 
ines, including many countries of Latin America, are capital hungry, 


Le 


74 FOREIGN INVESTMENT INCENTIVE ACT 


and very anxious to increase their plants and looking for assistance, 
There has been increased activity in may countries by American con- 
cerns, but not at the rate we would like. I believe that to the extent 
that tax incentives or changes in the tax laws will make a difference, 
the proposals we have suggested ought to help. We recognize that you 
cannot necessarily induce foreign investment by tax laws. There have 
to be other factors beyond the control of the tax laws. You can mini- 
mize impediments in the tax laws against investments in such coun- 
tries. That probably would help a great deal. 

The Cuarrman. Mr. Lindsay, in order to get me to go along with 
any idea of creating a tax preference, in addition to all the benefits 
we presently have in the tax laws, I would have to be sold on the idea 
that there is some overwhelming, compelling reason for doing it. I 
don’t know how many bills we have had introduced or are before this 
committee today dealing with taxes, but I would imagine those that 
are not proposing a rate reduction are proposing some other preference 
in our tax laws for some very worthwhile purpose. I don’t like the idea 
of creating a preference for these desirable purposes. I am trying to 
find out whether this is so important that it should be the one that 
we allow to be the exception to the rule that I have in my own mind 
of not wanting any additional preferences written into the law. Does 
it meet that test in your opinion ? 

Mr. Linpsay. Let me answer that in two ways, if I may, Mr. Chair- 
man. First, I think that everybody recognizes the need for helpin 
the less-developed countries, particularly if we can do it with the ail 
of private investment and not just by Government grant. We are in 
competition there with the Communist bloc, and it is one of the more 
gees problems we have to face today. 

econdly, as to problems of special tax preferences, we view the 
foreign business corporation deferral as a step in the right direction. 
In principle it is sound anyway. We do not feel in view of the revenue 
impact that we can at this time approved broad deferral on a world- 
wide basis when we can’t permit other tax reforms and changes that 
cost revenue to be adopted. i 

Therefore, we suggest a limited recommendation, feeling that if it 
is extended in the future it will be extended in the right direction in 
any event. 

The Cuairman. I do not have too much difficulty with your second 
suggestion, which does not pertain to H.R. 5, with regard to the orig- 
inal purchaser of stocks in the foreign business corporation. That 1s 
ig after the provision that we wrote into the law last year 

ealing with small business. 

Mr. Linpsay. That is correct. : 

The Caran. I think that is a healthy suggestion, because it 
would in all probability eliminate some of the fear that might be 
prevalent in the minds of investors here with respect to investment 1n 
the underdeveloped countries. Would you limit that to companies 
operating in the underdeveloped countries ? 

Mr. Liypsay. Yes. 

The CHairman. You would so limit it? 

Mr. Linpsay. Yes. 

The CHarrman. I have difficulty with the idea of tax sparing, as 
you know, from the discussions I have had with you on the Pakistan 
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Treaty. I think if it is going to be done, it should be done by legisla- 
tion and not by treaty. Which way do you prefer ? 

Mr. Lrnpsay. I believe we would like to have authorizing legisla- 
tion in view of the fact that tax sparing does affect the taxes of the 
U.S. taxpayer. I do feel, however, that we need sufficient control, 
which is available if we do it by executive agreement or by treaty. 

The CHatrMAN. Can you exercise more control through a treaty 
than you can through a provision in the law ? 

Mr. Linpsay. if you put a provision in the law with standards 
which we would be on 4 to supply and discuss with the committee 
but make it operative only in the event there is an executive agree- 
ment or a treaty with a foreign country, it would be agreeable. 

The CHarrMan. I have a little difficulty following the Treasury in 
this instance. Earlier this year, Mr. Simpson and I were requested 
by the Treasury Department to introduce a bill to amend present 
legislation permitting tax sparing with respect to the Virgin Islands. 
That was being viewed at the time as a loophole in the law. The 
Virgin Islands are a possession of the United States. If we are to 
deny a possession tax sparing, how can we justify tax sparing with re- 
spect to foreign governments ¢ 

Mr. Linpsay. I think the tax sparing in the Virgin Islands is justi- 
fied so long as it is limited to Virgin Islands income. 

The Carman. Our bill that we introduced did not make any dis- 
tinction. 

Mr. Linpsay. The Treasury had a bill some years ago which had 
that refinement. I think the trouble with the tax sparing now in the 
Virgin Islands is that it goes beyond the Virgin Islands income. 

The Cuarrman. I agree with you. It is all right if it is limited 
to income derived from the Virgin Islands. 

Mr. Lanpsay. Yes, sir. 

The Cuarrman. Then you are not inconsistent. 

Mr. Linpsay. No. 

The Cuamrman. Are there any further questions ? 

Mr. Byrnes. Mr. Chairman. 

The Cuarrman. Mr. Byrnes. 

Mr. Byrnes. As far as section 2 is concerned, it seems to me one of 
the things that you are trying to get at here, and should get at, is the 
proposition that exists today where you force people to do indirectly 
what they can’t do directly. In other words, they can set up a sub- 
sidiary or they can set up a corporation with these tax havens, and 
operate on that basis, and their taxes are deferred until they bring 
them back into this country ; isn’t that correct ? 

Mr. Linpsay. That is correct. 

Mr. Byrnes. You state here that the extractive industry does not 
avail itself of that potential. Why is that? 

Mr. Linpsay. They do and they don’t. Basically speaking, if you 
have a foreign corporation you don’t get the percentage depletion. 

Mr. Byrnes. It is the percentage depletion factor ? 

Mr. Linpsay. That is right. 

Mr. Byrnes. I can’t for the life of me see why at least to the extent 
that it is possible to do so we don’t let people operate directly, the 
same way that they can operate indirectly. I think the bill as drawn 
goes beyond that. 
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Let me ask this. You make a distinction between export income 
and other income. Export income was not subject to that type of 
deferral through a tax haven, was it? 

Mr. Linpsay. It might be. In a straight report operation I think 
it is rather difficult to do that. The tax haven corporation might be 
determined to be a sham corporation. 

Mr. Byrnes. I would like to see what the Treasury can come up 
with which would at least, within the area that businesses today can 
obtain a deferral by going through a lot of gobbledegook and setting 
up these corporations and so forth, let them do it directly. At least 
it seems to me in that area there is no justification for our not taking 
action. That may be narrower than that which is proposed by section 
2 of Mr. Bogg’s bill. But the point I am making at least there can be 
no excuse for not going that far. To me, this idea of underdeveloped 
areas just gets into all kinds of speculative problems as to what is and 
what is not. I don’t think it is possible of definition over any period 
of time. You would not have to have any factor such as that which 
would control the situation. 

Mr. Lanpsay. Mr. Byrnes, let me state this. It is not just a problem 
of companies having to do indirectly what they can’t do directly. 
Some companies for a variety of reasons prefer to operate as domestic 
corporations and not as foreign corporations. Other companies find 
it necessary or desirable in their operations abroad to utilize foreign 
corporations. 

Mr. Byrnes. They may have other reasons why it is much prefer- 
able from their business standpoint to operate as a U.S. corporation. 
But why do we have a tax factor dictate, and have to balance off the 
question of the benefit they derive from being a domestic corporation 
and doing business that way against the balance of tax deferral and 
make them make a decision on that basis. It seems to me that is some- 
thing we should avoid if at all possible. 

Mr. Linpsay. That is why in answer to Mr. Boggs’ direct question 
on this, as a matter of policy, if there were not for any revenue prob- 
lem whatsoever, we would agree with this section 2 in principle for the 
very reasons you are bringing out. 

Mr. Byrnes. There I come down to the question of revenue. All 
you are going to do is to let corporations do what they have a perfect 
right to do, but have to go through a lot of redtape and peculiar opera- 
tions that may not be to their advantage, and they can get this tax 
deferral. It seems to me there is no fundamental revenue loss, be- 
cause it is all in the operation as to how the company wishes to 
operate. 

Mr. Linpsay. Many prefer not to use foreign corporations for a 
variety of reasons, and that is where the revenue loss is important. 
Secondly, the potential revenue loss is in the flexibility of the foreign 
business corporation. The flexibility is sound and good, but it does 
mean there could be shifts of income from various parts of the world 
without any dividend tax being paid to this country. I don’t think 
necessarily that the foreign business corporation would cut down on 
the use of foreign corporations. The foreign corporations will be sub- 
sidiaries of the foreign business corporation. In fact, as drafted, you 
can have a foreign business corporation and a tax haven corporation 
below that, and subsidiaries of a tax haven corporation. There could 
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be advantages to that kind of arrangement. We recommended, inci- 
dentally, that the subsidiaries should themselves be directly carrying 
on an active trade or business, and cut out the intermediate tax haven 
corporation in between. Nevertheless, foreign corporations will be 
used, and properly so, whether or not H.R. 5 is passed, and some con- 
cerns will continue to use domestic corporations abroad without both- 
ering with foreign corporations or tax haven countries. ‘The latter 
group would benefit the most from section 2 and that is where we have 
a substantial revenue loss at the moment at a time when we can’t permit 
any other tax relief. 

Mr, Byrnes. Other than for the extractive industries, you say in 
the statement at some place—they are prevented from using this sub- 
terfuge if they want to have the benefits of depletion—you say that a 
good proportion of the investment today is through subsidiaries or 
through the foreign holding company located in a tax saving country. 
Therefore, if that trend is developing, it seems to me you have the 
revenue loss irrespective of what they do here. Therefore, why not 
just do what we ought to do without the consideration of the reve- 
nueloss? You are going to have the loss anyway. 

Mr. Linpsay. Let me give you the figures. This is in the area of 
active operations abroad, not including trading operations or exports. 
Total foreign income is in the area of three billion twelve. Of that, 
$932 million are dividends from foreign corporations and the balance 
is direct. That is broken down almost half and half between mining 
and petroleum and others. 

Mr, Byrnes. Thank you, Mr. Chairman. 

The Cuatrman. I did not get the last, Mr. Lindsay. You say it is 
broken down about half? 

Mr. Linpsay. $1,630 million for mining and petroleum and $1,382 
million for the balance. 

The CHarrman. What is the balance? 

Mr. Linpsay. It would be manufacturing, selling abroad, and so on. 

The CHatrman. Are there any further questions? If not, Mr. 
Lindsay, we thank you for your very fine statement and responses that 
you have made to our questions. 

Mr. Linpsay. Thank you, sir. 

The Cuatrman. I am sure they will be very helpful. 

p Our next witness is Secretary Douglas Dillon, Under Secretary of 
tate. 

We appreciate having you back with us again, Mr. Dillon. You 
are recognized, sir. 


STATEMENT OF HON. DOUGLAS DILLON, UNDER SECRETARY OF 
STATE 


Mr. Ditton. Mr. Chairman, I have a brief statement, if I may 
give it. 

The CuHarrmMan. You are recognized to proceed in your own way. 

Mr. Ditton. Mr. Chairman I welcome this opportunity to present 
to your committee the views of the Department of State on the im- 
portant problem of encouraging U.S. private investment in the less 
developed areas of the free world and on appropriate and timely tax 
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incentive measures which could contribute substantially to meeting 
that problem. 

As you know, a major motivating force behind our foreign economic 
policy is the conviction that Government measures, essential as they 
are, cannot substitute for the vitality and initiative of private invest- 
ment, which provides along with capital the technical and managerial 
skills so essential to economic growth. The goal of our private invest- 
ment policy is to help create situations in which private enterprise can 
prosper in the industrialized countries and can take root and flourish 
in the less developed areas of the free world. 

During recent years there has been a strong upsurge in the flow of 
U.S. private capital to Canada and Western Europe where the crea- 
tion of the Common Market is providing a new stimulus to American 
investment. These private investments of ours in the more advanced 
countries have made an important contribution to the economic 
strength of the free world. There is no indication that any further 
incentives are called for in this area. y 

Turning to the less developed countries of the free world we find a 
very different situation. Throughout the vast areas of Asia, the 
Middle East, Africa, and Latin America, we have entered upon an 
age of mounting expectations, reflecting the demands of the less 
privileged peoples of the free world for higher living standards under 
freedom. This tremendous urge for a better life under free institu- 
tions presents us with a great hope for the future, and with a great 
challenge, as well. To help meet this challenge, continued and vig- 
orous action by our Government is required. Also required. and of 
vital importance, is a substantial increase in U.S. private business 
relationships with those areas to help accelerate the process of eco- 
nomic development and to guide it in the right direction. 

Free private enterprise is the very basis of our free system. On 
this foundation stands the freedoms we hold so dear—freedom of 
thought, freedom of expression, freedom of religion, and freedom of 
the individual. This system of ours is now facing a formidable chal- 
lenge from totalitarian communism. In the underdeveloped world 
this challenge now largely takes an economic form. If our free sys- 
tem is to prevail we must show the people of these lands that the 
private enterprise system is in their own best interest. This can only 
be done if our American private enterprise plays a substantial role 
in the development process. This in turn requires adequate incen- 
tives for our private businessman. 

The manifest needs of the less-developed countries for economic 
progress, and the impatient demands of their peoples, provide the 
Communist bloc with a dangerously exploitable opportunity to ad- 
vance communism’s long-term drive for world domination. The 
Communists have made clear that the less-developed countries of 
Asia, the Middle East, Africa, and Latin America are major targets 
in communism’s drive to undermine the West. These countries cher- 
ish their freedoms and intend to preserve them, but the demands for 
economic growth are strong and urgent. Whether these demands are 
met in freedom or whether these countries are forced to turn to the 
path of communism will depend in no small measure on what we and 
the other industrialized countries of the West do'to help. The main 
burden of economic progress lies, of course, on the less-developed 
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countries themselves, but it is in our interest as well as theirs that 
we help them to speed the process of economic development. 

Through such means as our governmental loan and technical as- 
sistance programs, our multilateral trade policies, our commercial 
treaty, tax treaty, and investment guarantee programs, and our eco- 
nomic and investment information activities, the U.S. Government 
is making a major effort to assist the less-developed countries in 
attaining a satisfactory rate of economic growth. Nevertheless, al- 
though progress has been made during recent years by the under- 
developed areas, the rate of progress generally has been less than that 
of the industrialized countries while the rate of population increase 
has been higher. This has led to a widening of the gap between our 
standards of living and those in the less-developed areas. This sit- 
uation is a serious one and calls for urgent attention. We must 
provide additional impetus for the economic development process. 
Governmental resources and capabilities are of necessity limited, so 
new actions to stimulate the flow of private capital, with its accom- 
panying skills and techniques, have become an urgent necessity. 

During recent years new U.S. direct investment in the less-developed 
countries of Asia, the Middle Kast, and Africa has been relatively 
small—roughly $100 million annually—and much of this has gone 
into petroleum investment in a few countries. In regard to Latin 
America the situation is substantially better but here, too, the flow 
of private investment has been very uneven with substantial invest- 
ments going to a few countries and relatively little going to the rest 
of the area. 

There are, of course, many reasons for the unsatisfactory level of 
our private investments in the underdeveloped countries. There are 
important obstacles to an expanded foreign investment flow, such 
as political, legal, or institutional problems affecting the investment 
climate, which are susceptible of correction only by the country con- 
cerned. Others, such as a lack of natural resources or the limitations 
imposed by a relatively small market, present problems of a more 
permanent nature which have to be met by doing the best job pos- 
sible under the circumstances. On the other hand we have it within 
our power to provide incentives which could substantially stimulate 
the flow of our private capital to the less developed areas. It is here 
that there is a crying need for governmental action. 

During the past few months, pursuant to section 413(c) of the 
Mutual Security Act of 1954, as amended, a thorough study was 
made under the direction of Mr. Ralph I. Straus, a distinguished 
American business leader, of the problem of expanding private invest- 
ment for free world economic growth. The report based on this 
study included a number of specific recommendations covering a wide 
range of activities. All these recommendations are being carefully 
examined and many of them are already in the process of imple- 
mentation. 

In connection with this study, the Commerce Department asked a 
large number of American enterprises with foreign business experi- 
ence for their views on the ways and means of improving the utiliza- 
tion of American private enterprise in carrying out our foreign 
tconomie policies. It is significant that most of the businessmen 
replying to the question as to what governmental inducements would 
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most encourage foreign investment and related activities cited tax 
incentives. Appropriately, one of the principal recommendations 
made in the Straus report, and the principal recommendation in the 
taxation area, was for the authorization of tax deferral on income 
of a foreign business corporation until such income is repatriated. 
Similarly, the Committee on World Economic Practices, appointed 
last year by the President to study new ways in which the Govern- 
ment and the private sector of our economy could effectively join 
together to seaien the Sino-Soviet economic offensive and to promote 
free world economic growth, advised tax deferral through the for- 
eign business corporation mechanism as its principal recommendation 
in the tax-incentive field. This committee of outstanding business- 
men conducted its work under the able chairmanship of Mr. Harold 
Boeschenstein. 

The Department of State is convinced that appropriate tax-in- 
centive measures can make a significant contribution to our foreign 
economic policy objective of expanding the role played by private en- 
terprise in helping the people of the less developed areas to realize 
their mounting expectations for a better life under free institutions. 
It is our belief that, under present circumstances, and in view of all 
the considerations involved, the most practicable and most effective 
tax incentive would be tax deferral through the foreign business cor- 

oration, substantially as recommended in the Straus report and the 

oeschenstein report. Tax deferral, it seems to us, has a significant 
advantage over tax rate reduction in that deferral promotes the rein- 
vestment of earnings, whereas rate reduction would tend to encourage 
rapid repatriation of foreign earnings. 

Accordingly, we are very pleased that, in H.R. 5, Congressman 
Boggs has proposed legislation which would authorize the deferral of 
U.S. tax on the income of qualified foreign business corporations until 
that income is repatriated. Mindful of revenue considerations, for 
comment on which we defer to the Treasury Department, and con- 
sonant with our views that no new incentives are needed to encourage 
private investment in the more advanced countries, the Department 
of State welcomes this opportunity to support the enactment of legis- 
lation authorizing the deferral through the foreign business corpora- 
tion mechanism of tax on income derived from business operations in 
the less developed countries of the free world. 

It is also our recommendation that legislation be enacted providing 
ordinary loss treatment, rather than capital loss treatment, for losses 
incurred by original investors on stock of a foreign business corpora- 
tion. This recommendation, which is also found in both the Straus 
and Boeschenstein reports, could provide a substantial and needed 
stimulus to private investment in the less developed areas. Because 
of the greater risks involved and the substantial national interest 
in stimulating such investment, this special treatment seems eminently 
appropriate. 

As to other provisions of H.R. 5, which involve technical tax prob- 
lems and tax administration problems as well as revenue considera- 
tions, we consider that comment should more appropriately come from 
the Treasury Department. 

In conclusion, I would like to emphasize again the importance of 
taking all reasonable and practicable actions to promote an expand- 
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ing flow of U.S. private investment to the less developed countries 
and to reiterate our strong recommendation that the Congress enact 
as soon as possible legislation for this purpose authorizing tax defer- 
ral through the foreign business corporation mechanism, and provid- 
ing ordinary loss treatment for losses incurred by original investors. 
in foreign business corporations. 

The CHArrMAN, Mr. Secretary, we thank you for a very fine state- 
ment and for coming before the committee. 

Mr. Boggs will inquire. 

Mr. Boces. Mr. Secretary, both the comments of the Commerce De- 
partment and the Treasury Department have indicated that the State. 
Department would provide a definition of “underdeveloped” as com- 
pared to “developed” area. Do you have such a definition ? 

Mr. Ditton. Not exactly as a final legal definition. What we did 

lan to — would be that this matter of definition should be han- 
Hed by a list that would be kept by the Secretary of the Treasury, 
with the concurrence of the Secretary of State. This would be a pu 
lished list of countries and territories falling within the definition. 
We would work out the details of the definition if such an idea was 
acceptable to you with the staff of your committee. 

In general our idea was that the definition should allow the inclu- 
sion as underdeveloped all of middle and South America, of all of 
Africa with the exception of the Union of South Africa, all of free 
Asia, not including Japan and Australia, and New Zealand, and with 
sme procedure so that in the area of Europe, countries such as 
Greece, Spain, and possibly Portugal, and maybe Iceland, could be- 
included where there was a substantial reason to stimulate our private 
investment. That would be all. 

Mr. Boeas. Mr. Secretary, you also referred to the reports filed by 
Mr, Straus and Mr. Boeschenstein. With reference particularly to 
Mr, Straus’ report, which we have before us, that report indicated 
that most of the things recommended could be done by Executive 
order or by some other administrative action. But in this area of 
taxation, congressional implementation was required. It would be 
fair to say that in principle at least the Strauss’ report and H.R. 5 
complement one another, do they not? 

Mr. Ditton. I think that is a fair statement, yes. 

Mr. Boaes. Again referring to the principles involved, in the light 
of present world conditions, that is, the conflict we face with the So- 
Niet system in every facet of our life, both personal and national, 
would it be fair to say that it is good for the United States to have 
American businessmen actively engaged in business abroad ? 

Mr. Ditton. I would think so, and that is particularly the case in 
inderdeveloped areas where our foreign policy interest in this is of 
the highest. That does not mean we are not interested in a good re- 
litionship and investment in Europe, but that is going on already at 
in adequate pace, and we don’t feel it needs any additional encour- 
agement. The same goes for Canada. However, in the underde- 
veloped areas, we do face, as you all know, a very sharp and long-term 
conflict with Soviet communism. Mr. Khrushchev has stated that 
this is going to be the battlefield that he welcomes, and it is one battle: 
Vhich the Soviet is determined to win. This battle takes the form 
of their going to these countries and preaching the doctrine that: 
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communism, state ownership, is a better system of economic develop. 
ment, and will lead toward more rapid development than the private 
enterprise system. 

We feel it is vitally necessary to show to these countries the bene- 
fits that flow from private enterprise and to do that there has to be 
increased investment from abroad. It does not have to all be from 
the United States. It could come from Western European countries 
as well. There is a good deal of Western European investment flow- 
ing to these areas. 

herefore, we think it is most important to do what we appropri- 
ately can here to stimulate such investment. I think it is of interest 
that there is a general law on the books in Great Britain which does 
enable a similar type of tax deferral for investment abroad which has 
probably led to stimulating British investment in some of the under- 
developed areas. 

Mr. Boggs. I know that this question is perhaps outside of your 
Department, but I am going to ask it anyway. Except for the reve- 
nue considerations, do you know any reason why the State Depart- 
ment should oppose any provision of this bill ? 

Mr. Dixion. I think it is primarily a question of revenue. We did 
not say we oppose. We just did not take a position on it, and left 
everything that did not come within our immediate State Department 
interest, which is the foreign policy of the United States. We left 
the other matter aside and did not comment on it one way or another. 
The Treasury Department would speak for the administration there. 

Mr. Boaes. One final question, Mr. Chairman. 

Mr. Secretary, I not only appreciate your fine statement, but your 
helpful attitude in the whole area of problems confronting our coun- 
try. Would you mind describing to us briefly the role that the Amer- 
ican businessman as such can play in the cold war that we are now 
engaged in? 

Mr. Ditton. We feel, as I said earlier, this is a contest between pri- 
vate enterprise and state socialism, backed by the Soviet Union. 
Obviously the representative of private enterprise, the chief repre- 
sentative in the world today, is probably the American businessman. 
By going into a foreign country, he can show the advantages of pri- 
vate enterprise. He can bring capital and what is even better, he can 
bring with him technical competence and managerial competence 
which does not exist in those countries and which is very hard to 
provide on a government basis. What we would hope to do by this 
is to stimulate investment in all sorts of industries in less-developed 
countries. I recognize that it would go faster in some countries than 
it would in others. In a country like India that is relatively ad- 
vanced, I think this legislation would be of real help, and would 
stimulate investment in all sorts of private manufacturing enter- 
prises. There is a good deal of interest in American business 1n 
that field. 

The same thing would apply throughout South America. On 
the other hand, in the extreme underdeveloped countries, I think it 
would take a longer time to have an appreciable effect. 

Mr. Boces. When you talk about economic development, you mean 
something more than building plants, as important as that is, but 
you would include technical know-how, engineering talents and skills, 
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improved agricultural methods, health rt and all the other 
subsidiary programs are an integral part of building a modern civili- 
zation, is that not right ? 

Mr. Ditton. All of those things, but above all they bring with them 
, resounding faith in private enterprise and the free system. We 
think that is most important to get that implanted. 

Mr. Boces. That is all. 

The CuarrmMan. Mr. Simpson. 

Mr. Suwpson. Mr. Secretary, do these reports indicate the kind of 
business that would go into these underdeveloped areas and the quan- 
tities that might be expected to go in ? 

Mr. Ditton. No, I don’t think they do. The Department of Com- 
merce sent out a long questionnaire and the answers to that ques- 
tionnaire by showing which kind of companies are interested might 
givesome indication of that nature. 

Mr. Srweson. That is from the standpoint of the company. I 
mean the country. Do you have any information at all which would 
indicate the kind of business that these countries you would call 
underdeveloped might desire, and, secondly, the American companies 
that might want to go into a country if this bill becomes law along 
thelines the Department has suggested ? 

Mr. Ditton. I think that would be a very broad range, Mr. Simp- 
sn. The Indian Government figures—and I think these figures are 
accurate—about 85 to 90 percent of their economic development is in 
the private field, and they say they welcome American investment 
anywhere in that field. 

We do know of the interest of pharmaceutical companies, aluminum 
companies, rubber companies, chemical companies, which are just a 
few that directly come to my attention. 

Mr. Simpson. Would the Department of State and Department of 
Commerce become agents to induce American companies to go abroad 
and establish themselves in these areas ? 

Mr. Ditton. The Department of Commerce does have the job of 
making information available to any American corporation which 
wants to make an investment abroad. We don’t do that in the Depart- 
ment of State. 

Mr. Srupson. You do no selling job at all. You would not under- 
take to persuade businesses to go into underdeveloped areas? 

Mr. Ditton. To any business that came to see me, we would point 
out the importance to the United States of development of private 
industry in these areas. I think we always take the position that this 
8a decision that has to be made by the private company itself on 
itsown interests. 

Mr. Sureson. Would you envisage a licensing arrangement on the 
part of the Government with regard to a company that proposes to go 
into a country in the underdeveloped area? 

Mr. Ditton. Licensing by the U.S. Government ? 

r.Srupson. Yes. 

Mr. Ditton. We had not thought of that; no, sir. 

Mr. Sieson. How do you determine into what country a corpora- 
tion may go and have the benefits of this proposed law ? 

r. Ditton. Our idea was, as I answered Congressman Boggs, that 
there would be a public list maintained by the Secretary of the Treas- 
43349597 
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ury of the countries to which this applied. That list would include in 
the first instance all the Middle and South American countries and 
all the countries of Africa with the exception of South Africa, and 
all of Asia with the exception of Japan, leaving out Australia and 
New Zealand, and maybe a number of countries in Europe, two or 
three, that are known to have low income and be underdeveloped. 

We would work out in detail, if such a concept is accepted, with your 
committee, or be prepared to, the language which would set forth 
the criteria which would accomplish this end result. Our feeling in 
the Department of State as far as foreign policy is concerned, is that 
this is the area in which we are jamevenied in Increasing investment. 
We wouldn’t oppose or favor or take a position regarding the extension 
of this same treatment with regard to other areas where we feel there 
is no foreign policy consideration involved. This is a question for 
the Department of the Treasury. There may be tax reasons why it 
should be broader. But that is not our business. 

Mr. Smrson. You would confine it to those interests which affect 
our foreign policy ? 

Mr. Ditton. As far as the Department of State is concerned, that 
is what we are interested in. If they get it, that is fine. If it is broader 
than that, the only problem we would have would be that it might be 
so attractive to invest further money in Canada or Europe that 
companies would be tending to do that and not go into the less 
developed areas. 

Mr. Srrpson. If I understand, you oppose that part of Mr. Boggs 
suggestion that applies to any country other than those that you 
termine are underdeveloped areas. 

Mr. Dixon. It is not necessarily “we.” We set up a formula in 
the bill and the Secretary of the Treasury under our suggestion would 
be charged, in consultation with the Secretary of State, to keep thi: 
list. It would be kept by the Secretary of the Treasury. Our onl} 
reason for favoring the limitation of this from the point of view 0! 
the State Department is that we think that would increase the amoun 
- funds going to the areas that need it from a foreign policy poi 
of view. 

Mr. Srumpson. I have had a chance to look ahead a bit at some 0: 
the testimony to come later. I conclude that practically every bit 0 
it in effect says this proviso with respect to underdeveloped areas fron 
the standpoint of American business doesn’t amount to anything. I 
is too hazardous. 

Mr. Ditton. I would think from the point of view of under 
developed areas it would amount to something for future investment 
As I said, in Latin America there is some already. In the other part 
of the world, as I pointed out, there has been very little America 
private investment. The great bulk of our American private invest 
ment abroad is presently established in Europe and Canada. I woul 
naturally expect that our private industry would be desirous of hat 
ing this sort of treatment extended to that area. : 

Mr. Stmpson. From the standpoint of the American business in th 
reference that I make, I conclude that they are not much interested i 
setting up plants in the underdeveloped areas and the fact of th 
deferment of tax does not mean very much to them. Those con 
panies could have, in the past by one manner or another, set U 
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in those areas had they seen fit. Indeed, the amount of money that 
it would cost the Treasury, estimated at $100 million, in my rapid 
calculation does not indicate any great tendency toward building u 
the underdeveloped areas on the part of American business. I thin 
that what they want, and perhaps with good reason, is special tax 
consideration in the areas which are built up and which are highly 
competitive with us, I refer to Western Europe. 

Incidentally, would Japan be in the underdeveloped areas? 

Mr. Ditton. No, sir. 

Mr. Suwpson. Also, I have reference to Canada. I think that is 
the area where the pressure is for this bill. I repeat, it may be with 
reason. Do I understand that you are opposed to this idea for busi- 
ness in those areas ? 

Mr. Ditton. I would say in answer to your question that I agree 
that business, because of the greater volume of investment and quicker 
possibility of return right now, would be more interested by far in 
having this apply in Europe and Canada than in the underdeveloped 
countries alone. On the other hand, there are a number of businesses 
that are directly interested in making investments in those areas. 
Certainly this would be an added incentive. I think in comparison 
with the amount of investment that is now taking place which is in- 
adequate, it would result in considerable stimulation. The companies 
that are interested in that have so indicated. 

On the other hand, to answer your final question, as far as the 
Department of State is concerned, we want to emphasize again we 
are primarily interested in the foreign policy implication of this, and 
the place where we need the investment now in greater volume than 
itpresently is going is the underdeveloped areas. Therefore, we favor 
them. We think if it was worldwide it might tend to be somewhat 
less helpful because companies would be more interested in investing 
in Europe and Canada. The main objection, I understand, of the 
Treasury Department to extending the worldwide is a revenue one 
which is of no interest to our Department. It is of vital interest 
to the administration and they presented the point of view of the 
administration on it. 

Mr. Simpson. You testified that the Common Market is providing 
anew stimulus to American investment. To what extent? 

Mr. Ditton. It is hard to have figures as yet, but certainly there 
has been a great increase in the number of inquiries and the number 
of arrangements that are being made by American business with 
foreign firms within the Common Market so that they can in effect 
move into that area and manufacture and sell their products in that 
great market that is about the same size as the American market. 

r. Sampson. You mean American corporations? 

Mr. Ditton. Yes. 

Mr, Srarson. Why do they not manufacture here and ship it over? 

Mr. Ditton. They feel that if they are within that market they 
will be able to manufacture somewhat cheaper and also will not have 
lopay any tariff. 

Mr. Simpson. Are they permitted by their Common Market agree- 
ments to ship goods from America into the Common Market area? 

Mr. Ditton. Yes. But they would be subject to whatever the com- 
ion tariff will be which has not yet been set. 
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Mr. Smupson. Isn’t it a fact that they are going over there becaus 
they cannot sell from this side and they have to establish plant 
abroad in order to retain what market they had ? 

Mr. Ditxon. I don’t know that it is quite that, Mr. Simpson. | 
think it is because they feel they can do it better over there. Fo 
instance, if one manufacturer of automobiles or something goes ove 
there and manufacturers over there, he would have a compeitive ad 
= against his competitor here that manufactures only here. § 
they all go. 

Mr. Srrpson. I measured the success of the Common Market jy 
part by that which was testified to here by Secretary Dulles some tim 
ago. As I recall, he said that they were endeavoring to build ; 
self-sustaining economy. We wanted them to do it. T pointed ou 
that would mean protective devices and he said that was the way w 
did it in the United States in the early days. Frankly, I think tha 
is the situation there now. I think American business, if it wants t 
do any business in that area, must move its capital over there anc 
utilize their labor. 

Mr. Ditton. As a policy we are exerting whatever influence we car 
on the Common Market so that their tariff will be as low as they fin 
it possible to set it so that exports from the United States will still b 
able to come in. That is at the moment the policy of the Commo 
Market to work in that direction, because they want to have a growtl 
in the worldwide multilateral trade and not just a small or large pro 
tected area with high walls so that goods cannot come in fron 
anywhere. 

Actually they are fairly strong in their economy there and the 
probably do not need the amount of protection that we needed in ow 
early days. I think there is good hope that it will not be too highh 
protective. 

Mr. Simpson. On page 4 of your statement you say that no nev 
incentives are needed to encourage private investments in the mor 
advanced countries, and soon. You mean by that that they need n 
more tariff protection ? 

Mr. Ditton. No. I simply meant that an adequate amount of pri 
vate investment was flowing from the United States to the more in 
dustrialized foreign countries so it seemed clear that there was 1 
need to do anything to stimulate a greater flow. 

Mr. Stmpson. One of the arguments for this bill has to do with th 
great American corporations essential to our security, in my opinion 
which may under this bill go abroad, receive tax advantages they 
cannot have here to manufacture chemicals, heavy equipment, an¢ 
ship it into the United States. It is true it would cause some unem 
ployment here, but is that what we want? Is that what the Depart 
ment of State is recommending? 

Mr. Ditton. That is not what the Department of State is recom 
mending; no, sir. By confining this to the underdeveloped areas Wi 
fee] that would effectively preclude any great impact of that order. 

Mr. Smpson. Let me suggest a South American country and appl} 
the facts to that. Surely I know some great countries down ther 
that by your definition would be included in the underdeveloped areas 
where large chemical plants might be built and the product shippet 
into the United States. 
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Mr. Dron. That would be true to some extent but nowhere rer | 
tothe extent that it might be if we included Canada and Europe whic 
gre the industrialized countries with the technical capacities to set up 
lants. 

ivr. Simpson. I say I am restricting it to South America and the 
chemical field. "Would you welcome that? 

Mr. Dixon. I think it is of overriding importance for our country 
that South America develop and develop properly, so I would welcome 
mything which encouraged that development including the creation 
of new industries even if that involved some imports into the United 
States. If those imports became excessive we have available pro- 
risions of the escape clause of the Reciprocal Trade Agreements Act 
to take care of that. 

Mr. Srmpson. You are asking us, then, for legislation which con- 
wivably could set up highly competitive industries with our existing 
industries in the United States to provide a market for the product 
of that industry abroad, and the only relief you offer is the operation 
of the escape clause. 

Mr. Ditton. I think you are right when you said you could conceiv- 
ably do this. I think this might happen to a small extent. But we do 
not feel it would be anywhere near the greater impact of this program. 
What these countries need is industries largely to take care of their 
own wants. That is what we hope would be done by this. 

Mr. Stimpson. Perhaps you would be willing to take an amendment 
which would confine it to their own wants. 

Mr. Ditton. In connection with the Development Loan Fund, we 
do have a statement of legislative policy which we apply very care- 
fully to any loans to businesses abroad so that they do not have a bad 
impact on the U.S. economy. If your committee wanted to do some- 
thing like that, it might be practicable, but it would be very difficult, 
I suppose, to administer. F don’t know what the Treasury Depart- 
ment would think about that. 

Mr. Stpson. Do you see any possibility for a comparable reduc- 
tion in requests for foreign aid, mutual security, to the dollars that 
night be invested in these undeveloped areas? 

Mr. Ditxon. I do, but not immediate. In other words, I think 
what this would do is to hasten the day when some countries such as 
India and some of the South American countries would be able to 
stand totally on their own feet and not need any aid at all. To that 
extent it would lead to a reduction. It would not lead to an immedi- 
ate reduction in the more underdeveloped areas or even in a country 
sich as India where what we are financing through our Development 
Loan Fund are such projects as harbor development and transporta- 
tion and things of that nature which private industry has not shown 
any interest in and I don’t think mae even under this legislation. 

Mr. S=rrson. Thank you, Mr. Chairman. 

The Cuarrman. Mr. Secretary, the difficult 
your suggestion of what we ought to do. I 


is not in accepting 
on’t need to tell you 
that I am in complete accord with the concern that you have ex- 
pressed of what may happen in underdeveloped countries if some 
action is not taken by us to bring more investment into those coun- 
tries. I thoroughly agree with your concern about that and the de- 


sirability of doing something. But after I accept your basic thesis, 
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then the question arises in my mind whether or not your suggestion 
or solution, or at least assistance in the direction that we desire to 
will be effective. Let me mention some countries that I think would 
fall within our definition of underdeveloped countries. For exam le, 
India, Pakistan, Burma, Ceylon, Ghana, Nigeria, Bolivia, and other 
countries in Asia, Africa, and South America. What inducement 
would there be under what we are asked to do here by the State De- 
partment and the Department of Commerce and the ‘Department of 
the Treasury, to the investor to move into any of those countries? 

_ Mr. Ditton. I think this would have a real effect on manufacturing 
industries that wanted to move into the more developed among those 
countries, such as India, for example, which has already a pretty sub- 
stantial base for development. I think there would be a real effect 
there. I think there would be less ir, the countries which are at an 
earlier stage of development. 

The Cuarrman. I 8 those countries, all of which I would 
classify as underdeveloped countries, because I cannot conceive that 
the mere deferral of the American tax in and of itself would be sufli- 
cient inducement to cause any American investor, just as a result of 
that, to go into those countries, because in each one of those countries 
the tax within the country on the earnings within the country is equal 
to or greater than the American tax. 

Mr. Ditton. We would have to have in some of those countries 
some tax-sparing provisions. 

The Cuarrman. That is what I am getting at. The mere sugges- 
tion that we do something in the way of deferral of the American 
tax, or that we provide a loss treatment to the original investor in the 
stock of a foreign business corporation, that we authorize tax sparing 
or something of that sort, will not accomplish this objective that we 
have in mind in many of these countries. 

As was pointed out in the Straus report, it will be necessary for 
some of these countries to take some action in the way of tax re- 
duction or tax deferral themselves, would it not ? 

Mr. Ditton. That is correct. 

The Cuarrman. Do we have any assurance that if we do this that 
these countries would take such action as a part of the move to get 
American money into those countries? Before you answer, I am 
thinking in terms of Pakistan where we had an understanding with 
them on tax sparing and entered into an agreement. While the matter 
was being considered in the Senate, Pakistan itself did away with 
their tax-sparing legislation and it was eliminated from the treaty 
before it was approved by the Senate. If Pakistan had the oppor- 
tunity there with respect to some tax sparing which was nothing m 
the world but a reduction in their rate of taxation, what assurance 
do we have that any of these countries would cooperate in this? 

Mr. Ditton. I don’t think we have anything as solid as assurance. 
But we have very clear indications. We have been talking with a 
number of these countries over the past months and they have in 
practically all cases given an indication of real interest in this type 
of treatment. 

In fact, that is one of the reasons we feel that it would be better to 
handle tax sparing either through executive agreements or through 
treaties because this is looked upon in these countries as an induce- 
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ment which will lead them to concede things that we are more inter- 
ested in, specifically such as double tax treatment and things of that 
nature. 

In the case of Pakistan, it is true they did just what you said, Mr. 
Chairman. But that was part of the general tightening up of their 
income-tax legislation. It was done at a time when it appeared that 


there would be no immediate action on the tax treaty here in the U.S. 


Senate. 

The Cuarmman. What I am talking of is this: If we should accept 
the idea of deferral, is there anything that we could do that would 
put the State Department in a better position, representing our Gov- 
emment in dealings with foreign governments, to impress on these 
foreign governments the necessity of some complementary action on 
their part in order for this to work on our ie 

Mr. Ditton. I think it would be a little difficult to do this by legis- 
lation. Certainly we do try to impress that very strongly on these 
countries. I do think we are having a measure of success. It is cer- 
tainly clear, looked at over a period of years, the climate for private 
investment in countries such as India has improved very considerably. 

I think that is somewhat due to our missionary efforts there, and 
we will continue to carry those out. I can’t at the moment conceive 
of any particular twist to legislation here which would help us in 
carrying forward this approach which is fundamental to our policy. 

The Cuarrman. We might be able to develop something in the law 
that would enable you to get some concession from them that we 
would deem necessary in order to attract American capital. 

Mr. Ditton. We would be glad to discuss that with your staff if 
wecan develop any idea. 

The CuarrMan. I can understand the second suggestion advanced 
by the Treasury involving the approach we wp se year with 
respect to small-business ventures. 

t could well remove some of the uncertainty that might be in the 
mind of some of the American investors at the present time which 
keeps them from making investments. I think that is a very worth- 
while suggestion. You would think with t to the third sugges- 
tion, that is, tax sparing, that it would be better for the executive 
department to pursue that through negotiation rather than to do it 
through legislation, I assume. 

Mr. Ditton. Yes. We have no particular preference how the nego- 
tiation is handled, whether it is by treaty or whether it is by negotiated 
agreement. If it was to be the latter, there would have to be legisla- 
tion to enable us to authorize such agreements. If there were such 
agreements I think in most cases they would accompany hand in hand 
the tax treaty because we use this as an inducement to get the other 
country to agree to provisions which we feel are important. 

The Cuarrman. That is my thought with respect to the first. If 
we could work it in such a way that it is an inducement rather than 
just a blanket authorization applicable to all the countries that you 
and Secretary Anderson might have on your list, we might go a little 
further. Of course, Mr. Straus disagrees with Dips thinking and 
that of the other departments. He says there should be no geographi- 
cal limitation placed on tax deferral. He says that it is a desirable 
thing with respect to underdeveloped as well as developed countries. 
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Mr. Ditton. I think his basic argument which he can speak for 
better than I can was that since this is already possible under the 
foreign corporation rule, why not legalize it anywhere. As far as we 
were concerned, that was primarily a Treasury Department problem 
and they, for revenue reasons, primarily, I think, opposed it. 

The Cuarrman. There is one other point about the limitation to 
underdeveloped countries that concerns me. What is the available 
pool of investment from which earnings would be derived in these 
underdeveloped countries at the present time, and what is the extent 
of the reinvestment capacity on the basis of present investment if 
we allowed tax deferral. Isn’t ita rather limited | ool ? 

Mr. Dron. I think there are rather Tiealted amounts presently 
there. It might stimulate additional investment to go in. In Latin 
ee there is quite a bit. In Brazil and Mexico there is quite 

it. 

The CHarrman. My point is this: Would it do any real good in 
the direction of being of any benefit to our foreign policy if we per. 
mitted a material increase to occur in American investment? 

Mr. Ditton. That is right. In addition to Latin America, I think 
it would be helpful in certain countries, and not in others. 

The CuHarrman. Excluding petroleum extraction, there is only 
about $450 million in income from all the underdeveloped countries 
that is subject to U.S. tax and tax deferral would affect only th 
amount of tax collected on that income. 

Mr. Dixon. If that is the case, probably the greater part woul 
come from Latin America by far. 

The Cuatrman. Are there any further questions? 

Mr. Mason will inquire. 

Mr. Mason. I want to get clear in my mind what this undevelope 
area or undeveloped country means. Is that a general term or is i 
meant to be specific? Does it apply to politically undeveloped, so 
cially undeveloped, ethically undeveloped and so forth, or is it just eco 
nomically undeveloped ? 

Mr. Ditxon. I think the general meaning in this connotation is pri 
marily economically underdeveloped. We would intend, if this 1 
carried out, to provide for a specific list of these countries whicl 
would be made public by the Secretary of the Treasury so it woul 
be very specific as far as the application of the law was concerned. 

Mr. Mason. If any country is undeveloped economically, doesn’ 
along with that go undeveloped politically, socially undeveloped, lik 
nar undeveloped perhaps morally, like some countries, and $ 

ort 

Mr. Dron. All economically underdeveloped countries carry witl 
them a need for greater education, greater health and greater socia 
advances which are tremendous. [ think it is correct that the mos 
underdeveloped countries economically need improvements in thes 
other fields all along the lines. 

Mr. Mason. If we helped them economically, that doesn’t mean tha 
it will help them in these other fields, does it, necessarily ? 

Mr. Dition. Not necessarily. But if they are not helped econom! 
cally it is pretty clear that the results in the other fields are goin 
to be very bad. 

Mr. Mason. That is all, Mr. Chairman. 
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The CuarrMAN. Mr. Curtis will inquire. 

Mr. Curtis. Mr. Chairman, first I would like to state that I think 
the objectives in the Secretary’s outline are excellent, and I hope there 
are very few people who disagree with them. So all the questions, of 
course, are not whether or not we should attain these objectives of 
getting private enterprise into these areas but how we are going to 
attain them. I certainly, myself, am of the opinion that probably 
we can attain them. Was this matter taken up with the Intercabinet 
Committee on Trade Policy; that is, H.R. 5, and similar propositions? 

Mr. Ditton. I don’t think it was formally considered by the Trade 
Policy Committee as such, It was considered jointly in a number of 
meetings by the Department of State, Department of the Treasury, 
and the Department of Commerce, meeting jointly, which were the 
primarily interested Departments. 

Mr. Curtis. In your Intercabinet Committee there are also the 
Departments of Labor, Agriculture, and Interior; is that not correct ? 

Mr. Ditton. That is correct. I don’t know whether it was con- 
sidered by the Counsel on Foreign Economic Policy or not. That 
would have been the broader group that presumably would have con- 
sidered this. 

Mr. Curtis. That is what I am trying to get at. I notice we haven’t 
had before our committee statements from Agriculture, Interior, or 
labor. Here a great deal of emphasis is going on these undeveloped 
countries who certainly are in the production of agricultural products 
and the extractive industries. Therefore, their views become par- 


ticularly important. I think, labor, as well. 
The second point is a point that I have asked both the representa- 


tives of Commerce and Treasury—that is: What evaluation has been 
made of the effect of the Western Hemisphere Trading Corporation 
Act in regard to investment in trade in Latin America? That act 
went into effect in 1942. It is very curious to me, unless I missed it, 
that neither the Straus nor the Boechenstein Committee make any 
appraisal of that. Has the State Department made any appraisal if 
that 14 percent tax differential made any difference ? 

Mr. Ditton. We think it probably did make some difference in Latin 
America. We do feel that this tax-deferral scheme is a better scheme 
because it would tend to keep the investment in the area where it is 
needed rather than speeding up repatriation. 

_ Mr. Curtis. That is the theory. I am trying to find out whether 
in actual test that theory will be borne out by reality. Right now 
in Latin America investments can go two ways, as I understand—one 
through the tax-saving subsidiary route, which is a tax deferral; and 
the other is the tax-reduction route, which is the Western Hemisphere 
Trading Corporation Act. This is a neat little situation where you 
actually, I think through a study, could come up with some real con- 
clusions. That is why I was surprised that the Straus committee, 
which is supposed to be studying this whole field, and I guess the Boes- 
chenstein committee was, did not take this up. You say that tax 
ineentive or doing something in the tax field was the one area both 
committees recommended and put foremost. Yet the one thing con- 
crete they might have referred to they don’t even mention. 

_ What about it? As far as Iam concerned, if we do not utilize what 
information is available, where are we going. I dont’ like to go ahead 
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and speculate when it is not necessary. I would like to know what 
has been the situation in this other area first to see just what has 
happened. Has 14 percent tax reduction made any difference jn 
these areas? In this recent use of the tax haven, has a great deal of 
that been going into Latin America, or where has that investment 
gone? And, also, to determine why it has gone. It is in light of that 
information that I think this committee might reach some conclu- 
sions. Without it, I am sort of reluctant to reach any conclusion. 

Mr. Ditton. I would think that the Treasury Department would be 
able to get together the facts on that, and the Department of Com- 
merce, which has a census of our investments overseas, to show what 

reentage went into South America under one system and what went 
in under the other. 

As Mr. Lindsay said, there are a lot of things that enter into the 
decision of which route to follow. They probably would qualify any 
resultant figures. 

Mr. Curtis. There would also be this effect: If the situation on in- 
vestment in South America or Latin America has been inadequate 
after 16 or 17 years of the operation under the Western Hemisphere 
Trading Corporation Act, evidently tax incentive, as far as it is repre- 
sented in that particular act, is not the big inducement or the big factor 
that some people think it is. At least it woud give us a chance to 
evaluate it. ere are other factors that seem to be a great deal more 
important. 

r. Ditton. We had an interagency committee about a year ago 
under the Council on Foreign Economic Policy, which made a very 
detailed study of this particular question and came up with a report 
that the extension of this 14 points to the other underdeveloped areas 
would not, in their estimation, be a decisive additional stimulation. 
I don’t know whether the facts were such as to indicate that it had not 
actually been a stimulation in Latin America or whether it was be 
cause the rates were higher or different in other parts of the world. 

Mr. Curtis. Yet you have given them a tax reduction which is cer- 
tainly a greater stimulus or incentive than tax deferral, and if it has 
not produced results, it would hardly indicate that tax deferral would 
do what tax reduction has not done. I appreciate from the stand- 
point of policy, as you well expressed in your paper, the tax deferral 
problem would be better because it would tend to have.the investment 
stay. That is the very reason why I say tax reduction would be a 
greater incentive. 

Mr. Dixon. We also had the other thing in mind. When we have 
tax deferral, the income is eventually still subject to U.S. tax. There- 
fore, there cannot be any feeling that there is inequitable treatment 
of American investment outside as against American investment in 
the United States. 

Mr. Curtis. Of course, the other point I would like to explore 1: 
this: Has tax reduction, as granted in the Western Hemisphere Trad. 
ing Corporation Act, meant that there has been a rapid repatriatior 
of funds? I would doubt it. I don’t know. It sounds good in 
theory. But there is so much theory that sounds good that I founé 
in practice, for some reason or another because of the unknown factors 
doesn’t work out. I would be very curious to see whether that really 
has been a factor as far as the Latin American investments ar 
concerned. 
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That is all, Mr. Chairman. 

The CHamRMAN. Are there any further questions ? 

Mr. Knox will inquire. 

Mr. Knox. Mr. Secretary, through the interrogation of Mr. Simp- 
son, tariffs were mentioned. I am interested in determining, if pos- 
sible, the effect of a tax deferral bill, such as we have before us, on 
the plywood industry of the United States. From statistics that I 
have, | believe it is something over 50 percent of the domestic market 
now that is served by foreign imports, mainly from Japan, with some 
from Sweden, and so on. wel interesting to me when Mr. Simpson 
was interrogating you on this legislation which is pending that a 
short time ago I had a request from the Bird’s-Eye Veneer Co. of the 
possibility of locating in a foreign country in order to produce ply- 
wood. Since that time we have had several plywood plants close in 
the northern part of Michigan and on into Wisconsin and possibly 
other places, also. 

If we have a tax deferral program, isn’t it possible that this industry 
may be entirely lost to the finited States and become one that will be 
served by foreign imports instead of by the local domestic industry ? 

Mr. Dition. I think there is always the possibility that a plywood 
plant might be one of the types of things that would be set up in one 
of the less-developed countries if this law were passed, although the 
major imports of that commodity, as you say, have come primarily 
from Japan and some of the Scandinavian countries. On the other 
hand, I do think that the way to handle these problems if they come 
is through the provisions of the reciprocal wads agreement act, both 
: the national security provisions and the provisions of the escape 
clause. 


Mr. Kwox. Of course, they certainly have failed so far to take any 
recognition of any legislation which I have introduced in an endeavor 


to try to bring some relief to this industry. I have in mind the 
country of Thailand which has considerable timber. The Philippines 
has considerable timber. Cambodia has considerable timber. As I 
look back upon the average of the Thailander we find that his annual 
income is about 65 American dollars per year. So there would be a 
considerable inducement for these people to shift from their particu- 
lar operations to possibly one of employment in a factory of this 
kind. Of course, when we get back to Japan we find that their 
average wage scale is from 11 to 12 cents per hour in a plywood fac- 
tory. Ours is $1.76 and our fringe benefits which we pay to our em- 
Ployees are greater than that which is paid in total wages to the 
Japanese worker. So it raises a grave question in my mind as to 
whether or not through any deferral program such as these tax pay- 
ments that we possibly would bring great distress on sections of our 
country that possibly are not as developed as far as some other sec- 
tions of the country but still need great encouragement to improve 
their economy. 
Through legislation of this kind we possibly would be bringi 

great harm to them instead of assisting them in some seme 
ave requested many times that there be consideration given to setting 
a quota on the heavy imports of plywood into this country in order 
to bring some relief to the plywood industry. I have sien s had 
adverse reports on the legislation which I have introduced. 
der if you have any further comment on this subject matter. 


won- 


is 
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To me it is obvious that possibly that is what would happen. I 
would like to have your comment on it. 

Mr. Ditxion. First, I am not familiar in detail with the legislation 
which you referred to that you have introduced. I do know that the 
ay eee industry is one that considers it has been seriously affected 

y imports up to date and one that should require attention. Cer- 
tainly as far as this program is concerned, it is based on the overall 
interest of the United States which does require that these under- 
developed countries can move ahead and move ahead in freedom. 
It is pretty difficult to contemplate or to work out details of legisla- 
tion which would say that certain specific industries would be ex- 
empted from the provisions of this law. It just seems administra- 
tively very complicated. It seemed to me that if the provisions in 
our law to protect industry from excessive imports do not work we 
ought to take action to make them work and we ought not to tie our 
hands in achieving our greater national objective, which is to stimu- 
late development in these less developed countries. 

Mr. Knox. I fully agree that it is almost impossible to enact legis- 
lation and have it directed against certain industries and giving other 
industries the right of tax deferral or tax incentive, whichever it 
happens. to be. It brings an overall problem to the attention, at 
least, of this committee for any recommendation that goes to con- 
sideration of this legislation. I do not believe there is a member of 
this committee that would want to eliminate an industry that had 
made great progress and is in an area of the United States which could 
provide the necessary raw materials in order that the industry may 
function. 

Mr. Ditton. Certainly we in the Department of State do not want 
to eliminate any American industry either. We heartily agree with 
you on that. 

Mr. Knox. That is all, Mr. Chairman. 

The Cuatrman. Mr. Utt will inquire, Mr. Secretary. 

Mr. Urr. Mr. Secretary, following’ along the line of Mr. Knox’s 
question, I am slightly concerned with the loss of revenue. I am 
considerably concerned over the preferred treatment of a certain 
segment of American industry but I am highly concerned over the 
economic impact on American industry and American employment, 
as far as American labor is concerned. Mr. Simpson indicated the 
same concern and your answer to that was simply the “escape clause.” 
I have heard of the escape clause and I was just wondering if you will 
explain to me how the escape clause has worked in these specific cases: 
textiles, hardboard, plywood, tuna, lead, and zine. 

Mr. Ditton. On lead and zinc there was different action taken. 
There was action taken to impose a quota. I think you are probably 
more familiar in detail than I with the specific actions on these other 
things. What I would say about this specific proposal that we have 
put forward is the volume of investment in these underdeveloped 
countries’ which we feel needs to be stimulated is so relatively low 
and has such a long way to go that I cannot conceive that this par- 
ticular program would have any serious adverse impact on American 
industry or American employment as a whole. Certainly, you could 
make a case, and one would be far more concerned about that if this 
were applied universally and provided for setting up plants in Canada 
or Europe. That is one of the collateral advantages of limiting this 
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rogram to the underdeveloped countries where the chance of that 
a ening would be far smaller. 

r. Urr. Would it be proper to put an escape clause in this legis- 
lation? If the imports came back to this country and were injuring 
American industry and labor, we could have an escape clause. 

Mr. Ditton. I think something of that nature might be worked 
out. It would be something that we would have to look at very 
carefully in detail. 

Mr. Urr. That is all, Mr. Chairman. 

Mr. Berrs. May I ask one question ? 

The Cuamrman. Mr. Betts will inquire. 

Mr. Berrs. For my own information, does the Western Hemisphere 
trade corporation tax contemplate investment abroad ? 

Mr. Ditton. That contemplates investment in Latin America, yes. 

Mr. Berrs. I was under the impression that it applied to domestic 
countries who sold over 90 percent of the goods manufactured in the 
United States in Latin American countries. 

Mr. Dizon. I am not an expert on this but I think it also applies 
to American companies incorporated here who have branches and 
subsidiaries 

The CHarrMAN. Are there any further questions ? 

Mr. Atcer. Mr. Chairman. 

The CHarrmMan. Mr. Alger. 

Mr. Aucer. Mr. Secretary, I was rather impressed certain state- 
ments you made yet they do not help my uncertainty. 

On page 2 you said the main burden of economic progress lies on 
the underdeveloped countries themselves. On top of page 3, you say 
there are important obstacles to an expanded foreign investment, as 

litical, legal, or institutional problems in the investment climate. 

en you say lack of resources or limitations imposed by a relatively 
small market. 

If any of these or a combination of these are in the less developed 
countries, then our enterprise cannot flourish. Then you say: 


On the other hand, we have it within our power to provide incentives which 
would substantially stimulate the flow of our private capital to the less developed 


areas, 

Mr. Secretary, how can we stimulate the flow of capital, if any of 
these obstacles, or a combination of these obstacles, are present in 
the less developed countries we want to stimulate the flow into? 

Mr. Ditton. I think it is all a matter of degree, Mr. Alger. We 
‘ould not stimulate if a combination of all these obstacles were present 
any particular country. In many countries they are either not 
ney or present only in a relatively minor degree. The extra stimu- 
ation that we could give would probably be just enough to lead to 
idecision being made to invest rather than not to invest where it is 
iclose decision. I think a country of that nature right now where 
this might be very effective is a country such as India or Pakistan and 
“me of the Latin American countries. 

Mr. Auger. We all share this feeling. I think all of us, as I can 
get the sentiment here, are for selling the idea of free enterprise to 
the world. I think what some of us are particularly afraid of is 
te manipulation of other people. In this case we are mani ulating 
"ur own businessmen who, eager for any tax incentive, quickly grasp 
it this and answer questionnaires and say, “Yes, we want tax relief.” 


Me 
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Questionnaires were not sent to all the other taxpayers who would 
likewise have said they would like a tax cut. What it looks like here 
is a shift in tax more than anything else, rather than a stimulus, | 
appreciate what you have had to say. 
hank you. 

Mr. Boses Are there any further questions? 

If not, think you very much, Mr. Secretary. Your testimony has 
been very helpful. 

Mr. Ditton. Thank you, sir. 

(The following letter was received by the committee :) 


DEPARTMENT OF STATE, 
Washington, D.C., July 28, 1959. 
Hon. Witsur D. MILs, 
Chairman, Committee on Ways and Means, 
House of Representatives. 

Deag Mr. Mitts: During my appearance before the Ways and Means Com- 
mittee on July 7, to testify on H.R. 5, the proposed Foreign Investment In- 
centive Tax Act of 1859, I was questioned by members of the committee as 
to the advisability of incorporating a protective provision in the act, to pro- 
tect American industry from damaging effects of competition from foreign 
enterprises benefiting under the act. After making a detailed study of the 
proposal, I cannot recommend including a trade-protective clause, in view 
of the following considerations: 

The act is intended as a tax measure, and is therefore not a proper vehicle 
for trade protection. Protection of American industry is provided by other 
means, such as the safeguards contained in the peril-point and escape clause 
provisions of the Trade Agreements BHExtension Act of 1951, as amended. 
Most of our imports are subject to the provisions of the standard escape clause 
contained in our trade agreements, which should be adequate for protective 
purposes. 

Imposing a limitation on export of products to the United States would 
put foreign business corporations at a disadvantage compared with the foreign 
manufactures of like products, since foreign manufactures would not be sub- 
ject to the proposed restrictions. 

The threat of withdrawal of benefits derived from foreign business cor- 
poration status if FBC-produced goods are exported to the United States 
beyond a certain limit would indirectly have an effect equivalent to that of 
a quantitative limitation on importation’ of such goods. The inclusion of 
such a provision in this legislation would be inconsistent with our trade 
policy, which is directed toward a liberalization of import restrictions. 

The U.S. Government has traditionally insisted that American enterprises 
located in any foreign country be treated on a nondiscriminatory basis with 
local and third-country businesses established in that country. Any U.S. leg- 
islation which resulted in discriminatory treatment of our own enterprises 
abroad on the basis of the location of their markets would weaken our 
position on this principle, and might encourage foreign governments to resort 
to discriminatory practices. 

Sincerely yours, 
Dovuetas Dron, Acting Secretary. 


Mr. Booes. The next witness is Mr. Eldridge Haynes, president of 
a Publishing Co., Inc., and Business International, New York 
y. 


STATEMENT OF ELDRIDGE HAYNES, PRESIDENT, BUSINESS 
INTERNATIONAL, NEW YORK, N.Y. 


_ Mr. Haynes. Mr. Chairman, I am very grateful for this opportun- 
ity to testify on behalf of H.R. 5. ’ k 

_ Lam the president of Business International, a publication edited 
in New York. We have correspondents spread around the world, 
and researchers and editors in Nom York and in Washington. 

Our function is to try to bring facts and to interpret them to 
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American business engaged in international trade and investment. 
My testimony will be focused on section 2 of this bill, the provision 
for the foreign business corporation. In order, Mr. Chairman, to try 
to confine my remarks to the time that has been allotted, I have taken 
the liberty of preparing certain charts, and with your permission I 
would like to speak extemporaneously from those charts. 

It seems to me, Mr. Chairman, that the essential question concern- 
ing the foreign business corporation is not whether it would benefit 
the corporations, but whether it would benefit every American and 
every citizen in the country. 

I respectfully submit that it will do that. 
country will benefit by section 2 in six ways. 


Every US. Citizen Would 
Benefit by HRS Because It Would: 


|. Unshackle US. industry to meet 
the Soviet economic offensive 
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Every citizen of the 


2.Make more jobs and stabilize 
employment in the U.S. 


3.Conserve the resources of U.S. 
corporations for expansion and 
modernization at home while 
expanding abroad 


4.Help to balance US. international 
accounts ata high level 


5.Assist US. industry to meet 
foreign competition 


6.Produce more revenue for the 
U.S. Treasury in the long run 
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First, it would unshackle American industry to meet the Soviet 


offensive. 
Second, it would make more jobs and stabilize employment in the 


United States. 
Third, it would conserve the resources of the U.S. corporations for 


expansion and modernization at home while continuing to expand 
them abroad. 


Fourth, it would help to balance U.S. international accounts at 
a high level. 

Fifth, it would assist U.S. industry to meet foreign competition. 
Sixth, it would produce more revenue for the U.S. Treasury in the 
ong run. 

In the succeeding charts, I will illustrate the validity of each of 
these statements. 


Communist Economic Offensive 
Incl udes: 


e Low Interest, Long Term Credit 
$1981 millions Jan.'S4 to Sept.'58 


e Barter Agreements 


e Jechnical Assistance 


e Flooding Markets with Imitation 
Western Goods 


e Training Persons from Free 
Under Developed Nations 
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First, to meet the Communist economic offensive. It illustrates 
what we are up against in competing with the Soviet world. The 
Communists are offering low interest, long-term credits to certain 
underdeveloped countries of the free world. In the period January 
1954 to September 1958 these amounted to $1,981 million. That was 
just the beginning of the Soviet economic offensive. It was not 
aunched until after Stalin’s death. 

The amount of money that they are putting out in the underdevel- 
oped countries of the world is mounting. They are also engaged in 
barter agreements. They are offering technical assistance on a wide 
scale and graduating far more engineers than we are. With an 
authoritarian government they are able to send these engineers any- 
where they want to. 

The Chinese, particularly, are flooding markets in southeastern Asia 
with imitation western goods. And, finally, both the Chinese and 
the Soviets are training persons from free, underdeveloped nations in 
their own countries. 

Now, the point of this chart is that it is difficult to think of any 
government program the United States might invent thai he Com- 
munists cannot duplicate. We, too, are offering low interest rates, 
and we, too, under Public Law 480, have some barter agreements. 
We, too, offer technical assistance. 

We are not flooding markets with imitations of other people’s goods, 
training persons from underdeveloped countries of the 

world. 
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The only instrument for eco- 
nomic development the US. 

possesses which the Commu- 
nists do not have & cannot 

duplicate is private enterprise 

and private investment 


Value fo Host Country— 


The Host Government pays back 
nothing-but receives taxes 


Value to the US.— 


Economic development abroad—— 
without Congressional appropriation 
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I respectfully submit that the only instrument for economic de- 
velopment that we possess which the Communists do not have and can- 
not duplicate is private enterprise and private foreign investment. 
That, the Communists do not have. 

The resources and the ingenuity and the inventiveness and the cap- 

ital and the initiative of American business abroad hold great benefits 
both for the host country and for our own. For the host country it 
means that that government of the host country did not have to si 
any obligation to a foreign country in order to get a plant built. The 
Russians are building plants, too, but they require that the host 
government sign an obligation to repay the money. Sometimes it is 
or 50 years or longer, but it is an obligation. When an American 
company builds a plant in India or elsewhere, it is the other way 
around. The Indian Government does not promise to pay anything, 
and the American company promises to pay taxes. Now, the value 
to the United States is that we achieve genuine economic development 
and we create jobs and we create more goods and we stimulate local 
industries with the purchase of things for the plant, and we save 
foreign exchange and sometimes earn foreign exchange, all without 
a congressional appropriation. 

The second benefit is making more jobs and stabilizing employment 
in the United States. When an American company makes the deci- 
sion to build a plant abroad, very seldom, if ever, does anybody lose 
ajob. Almost every company that makes a decision to build a plant 
abroad makes it because it could not serve that market by exports. 

Obviously, it makes much more sense to keep the conveyor belt run- 
ning for another hour or two than to dig up the capital and to risk 
an investment abroad. It is only when conditions prevent the export 
of American goods—conditions of tariff and quota or currency control, 
or of costs, or because the foreign market requires a different design 
and size—such as the automobiles that we prefer in this country that 
cannot be economically produced and sold in a foreign country—that 
American manufacturers decide to build plants aaa 

Now, when they do build a plant abroad, in most cases it is necessary 

for an initial period, and sometimes permanently, to serve that market 
with components and materials manufactured in this country. In that 
way, exports are built that could not otherwise have existed. 
_ The pattern that most manufacturers have followed in going abroad 
is first to build an assembly plant. That provides exports that would 
not have taken place if that assembly plant had not been built. In 
other cases components—like motors and electric wiring and other 
things—made in this country had to be exported. If that plant had 
not been built the exports would not have occurred. 

Over the long pull, what happens? As countries industrialize, they 
become better and better customers for our exports. This table com- 
pares the per capita national income of nine countries with per capita 
purchases from United States. You can see clearly that as per capita 
income rises, the purchases of U.S. goods rise. 
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Per Capita Income of 9 Countries 
Compared to Per Capita Purchases 
of US. Goods- 1957 

Purchases 


Income from US. 
Canada. . $1436 $234.0 
Great Britain 958 21.0 
France ... 846 13.0 
Germany. . 742 18.0 
italy 404 14.0 


Japan. ... 254 13.0 


Egypt. ... 109 1.5 
6] 


Pakistan... . 52 1.3 


Source: “Tariffs and Trade, May 25,1959. Published by the US. Council 
of the International Chamber of Commerce. All figures converted at 
official exchange rates. 
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I am reminded of the story of the first plant built in America. It 
was built by a fellow named Tom Slater in Pawtucket, R.L., a textile 
mill. At that time the British had a law forbidding the export of 
equipment. They were afraid to have us industrialize; they thought 
it a reduce employment in Manchester and other places in 
England. 

So the first plant here was built illegally by a fellow named Tom 
Slater, who smuggled the plans for textile machinery out of the coun- 
try and had crude machinery made in a blacksmith shop. 

We proved the British were wrong. As we industrialized, we didn’t 
buy less, we bought more and more and more until today we are the 
biggest market they ever had. If we had not industrialized, we would 
not be the good customer England has. That is what will happen to 
us as these countries industrialize. 

Now, the third point is that section 2 will conserve the resources of 
U.S. corporations for expansion and modernization at home while ex- 
panding abroad. The whole Pree of section 2 is to enable corpo- 
rations to earn capital abroad for investment abroad. 

We need to do that because we have massive needs for capital invest- 
ment at home. This chart is based upon a survey recently made by the 
McGraw-Hill Publishing Co., which disclosed that 48 percent of the 
equipment in U.S. manufacturing industries was built prior to 1945, 
and it was obsolete. 
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Massive private investments must 
made within the U.S. 
48% of the equipment in U.S. manufac- 
turing industries was installed prior to 1945 
and is now obsolete. Latest machine tools are 
40% more productive than 1948 models. 


Investments are needed— 


for growth-Us population will rise 

fo fight inflation - Productivity must be 
boosted to match wage increases 

to keep our living standards rising 


Just to replace obsolete equipment 
in the manufacturing industries 
will cost $34.8 billions — for all 
industry $95 billion 


If industry is to invest abroad it 


needs to earn the capital abroad 


The latest machine tools are 40 percent more productive than the 194 
models. Now investment at home is needed for growth. Our popula 
tion will increase by 32 million in the next 10 years. Investment is 
needed to — inflation. The only way we can raise wages, even com- 
promising the demands of trade unions here, on a basis that will not 
produce ‘inflation is to increase productivity in our own factories, 
and that requires investment and new eqyuipment. 

Finally, we need to invest at home in order to keep our living stand- 
ards rising. The cost of this is enormous. Just to replace obsolete 
equipment in the manufacturing industries alone will cost $34.8 billion 
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at home. That is just for the manufacturing industries. For all in- 
dustries it will cost $95 billion. 

If that were done today, and it will not be done, it would cost that. 
It will stretch out, and every day that goes by the cost mounts, because 
more equipment becomes obsolete. 

It ee. that if industry is to invest abroad, it needs to earn capital 
abroad. 

The next point is, it will help to balance U.S. international accounts 
ata high level. I show here a chart which shows the record of direct, 
private investments by American corporations in the years 1955, 1956, 
1957, and 1958, and the first quarter of 1959. Then it shows the returns 
on direct, private investments. 


Direct Foreign Private Investments 


( MILLIONS OF DOLLARS ) 


NeW EYCESS OF INCOME 
investments INCOME INER INVESTMENT 


2,J20 
2,058 2,313 
2,198 

407 


1,423. 1,895 


These figures show the investments made and the returns made by 
corporations and not individuals. That excludes portfolio invest- 
ments. These are investments made by corporations and their subsid- 
laries and their affiliates abroad. 

Now during these 3 years and 3 months, we invested a total of 
$5,253 million. Several witnesses today remarked upon the rise of 
American direct investment abroad. It has risen, and that is a lot of 
money. But during the same period, we received $7,128 million. 
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Every year we took back more than we sent abroad. In 1956 we 
brought back $261 million more than we sent abroad. In 1957 it was 
$255 million, and in 1958 it was $1,804 million, and for the whole 
period, $1,875 million. 

What made that possible? The answer is this: That the Govern- 
ment figures do not include reinvested earnings of foreign subsidi- 
aries. They include only the fresh, new money that went out of the 
United States as dollars. They do not include reinvested earnings of 
subsidiaries. They do not include—and I think this is the most im- 
portant point of all—the investments made by the foreign base com- 
panies we have heard so much about this morning in Panama and 
Switzerland and other foreign bases that American companies are now 
using in the absence of a foreign business corporation. 

Those investments that are not included in this $5 billion are bring- 
ing back returns in such enormous amounts that we have a net inflow 
of capital into the United States, and that, gentlemen, is helping to 
balance internatioanl accounts of the United States at a high level. 

I show you here a condensed balance of payments for these same 
years, 1956, 1957, 1958, and early 1959. The two sources of revenue 
that we rely upon to balance our international accounts are the sur- 
plus in our trade, and the net on our foreign investment—the net over 
and above the amount of fresh capital that we send out. 
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We have included here practically the same figures that you saw: 

the net inflow of capital in the form of interest and dividends, over 

| and above what we sent out, and we add that to the surplus in our 
= trade account and that is what we have to live on. 

All other transactions balance out and produce a slight loss. That 
is, Shipping, tourism, and everything else produce a slight loss. Now 
what are we supporting? We are supporting a massive program of 
the cold war. We are supporting U.S. Government military expendi- 
tures, and nonmilitary grants, and pensions, and Government trans- 
fers, and net U.S. Government capital outflow, loans of the Develop- 
ment Loan Fund, and soon. 

We have been suffering a deficit. That is, ever since 1950, except 
1957, when the Suez crisis produced an extraordinary, amount of 
shipping income and export income. Except for that year, we have 
been suffering deficits. : 

If we are to stop the deficits and if we are to stop the outward 
flow of gold, I respectfully submit that we must do one of two things: 
We must either reduce the expenditure on military and economic aid 
abroad, or increase the net inflow from investments and trade. 

The Boggs bill is designed to increase what we earn abroad in 
exports and in foreign investments. I respectfully submit that that 
is a most important constructive move. 

The next point is to assist U.S. industry to meet foreign competi- 
tion. Seventy-two countries of the free world offer some kind of 
preferential treatment for the taxation of foreign income. Twenty- 
six countries completely waive the taxation of foreign income. Thir- 
teen countries provide tax deferment in manner similar to that pro- 
posed in section 2 of H.R. 5. 


: 

a 

4 
ig 


FOREIGN INVESTMENT INCENTIVE ACT 109 


How Each of 10 Countries Taxes Income 
Arising from Outside ts Borders 


Belgium Tax on undistributed 
profits reduced by 80% 


Canada-No Tax on dividends paid by 
foreign subsidiaries 25% or more 
owned by the Gnadian corporation 


United Kingdom-Deferred on a basis 
similar fo that proposed in HR § 


Holland“ May be none-decided 
on a case-by-case basis 


Switzerland— No Federal Tax. Reduc- 
fion of Cantonal Tax varies 


Bahamas-None Panama-None 
Bermuda-None Venezuela—None 
Liberia—None 


) On income from permanent establishments located outside the 


borders of the country that is subject fo income tax by the host 
countries 
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I give you some quick examples. Belgium: Tax on undistributed 
rofits is reduced by 80 percent. Canada: No tax on dividends paid 
y foreign subsidiaries, 25 percent or more owned by the Canadian 

corporations. United Kingdom: Deferred on a basis similar to that 
proposed in H.R. 5. Holland: It has no tax on foreign income, de- 
cided on a case-by-case basis. 

Switzerland has no Federal tax on foreign income. Bahamas, 
Bermuda, and Panama and Venezuela and Liberia: No tax on foreign 
income. 

Finally there is no question that, in the end, a foreign business 
corporation will produce more revenue for the U.S. Treasury. I 
respectfully submit that there is no possible way for shareholders of 
US. corporations to benefit by the foreign business corporation ex- 
cept as the U.S. Treasury would also benefit. 


PT here is no possible 
way for shareholders 
US corporations to bene- 
fit the foreign business 
corporation except as the 


U.S. Treasury would also 


benefit. 


24 
4 
= 2 : 


FOREIGN INVESTMENT INCENTIVE ACT 111 


‘ Now, just a word about the two restrictions proposed by the Treas- 
ury. The restriction on exports, limiting the foreign business cor- 
porations to one in which not more than 50 percent of its revenue 
can come from exports, has the effect of ruling out all medium-sized 
and smaller American manufacturers. 

They cannot qualify, because they have nothing but exports to 
put into the pot. They have not yet made any investments abroad, 
and American investments abroad are being made more and more and 
more by earnings abroad, and earnings from exports, and earnings 
from old investments, 

This would impose a great handicap upon small manufactures. 
Big manufacturers would have no problem qualifying under the 
Treasury restriction, but thousands of small manufacturers would 
have great difficulty qualifying. 

The restriction proposed on geography—that this apply only to 
the at a HE areas of the world—means that only income that 
arises in the underdeveloped areas of the world can be deferred. I 
think it has been pointed out that a good share of that is from the ex- 
tractive industries and there is not much else to defer. 

It is true that we are bringing back or making great gains in 
Europe and Canada. To exclude a flow of capital from Europe 
earned by our European subsidiaries into Latin America or into Asia 
seems to be contrary to the purposes of this act. If we can allow 
— earned in Europe and in Canada to flow into the under- 

eveloped areas, without paying a tax penalty, as the Treasury recom- 
mends, this would enhance the advancement of the foreign policy 
of the United States without draining capital from the United States. 

Thank you, Mr. Chairman. 

The Cuatrman. Thank you, Mr. Haynes, for coming to the com- 
mittee and giving us the benefit of your views. 

(Mr. Haynes’ full statement follows :) 


STATEMENT OF ELDRIDGE HAYNES, PUBLISHER, BUSINESS INTERNATIONAL, 
New York, N.Y. 


My name is Eldridge Haynes. I am president of the Haynes Publishing Co., 
Inc., of New York City, and publisher of the weekly publication, Business Inter- 
national. Our job is to report and interpret what is going on around the world 
to executives of U.S. industry to assist them in the proper and efficient conduct 
of their international business. To do this we have correspondents in more than 
60 of the principal commercial centers of the free world, area editors and re- 
searchers in New York, and an editor in Washington, D.C. We also publish re- 
search studies in the field of international trade and investment such as “Invest- 
ing and Licensing Conditions in 32 Countries,” “Profit Sanctuaries and How They 
Are Used,” and “The Communist World as a Customer and Competitor.” 

The essential purpose of H.R. 5 is to encourage expansion of U.S. exports, 
licensing, and private direct foreign investment. It would do so by making six 
needed reforms in our system of taxation of foreign income. I shall confine my 
remarks to section 2 of the bill, the proposal that a U.S. corporation be allowed 
to establish a subsidiary domestic corporation—a foreign business corporation— 
to handle the international business of the parent company. The profits of this 
subsidiary would not be taxed by the United States until a dividend is paid to 
the parent. I shall endeavor to answer the question: Will this provision of 
H.R. 5, if enacted into law, advance the welfare of every man, woman, and 
child in the United States? 

I submit, for your consideration, that every American would benefit by enact- 
ment of this provision of H.R. 5 in six ways. 

The first is that this provision would unshackle U.S. industry to meet the 
Soviet economic offensive. The U.S.S.R. is waging this offensive in several ways, 
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including the offering of low interest, long-term credits to selected underdeveloped 
nations. In the period January 1954 to September 1958 the Soviets signed such 
agreements in the amount of almost $2 billion, but the program was new. It was 
started only after Stalin’s death in 1953. Recently the Red Chinese have entered 
into similar agreements with Cambodia, Burma, and Nepal and have made offers 
to other Asian countries. 

The Soviets offer and get barter agreements. They have successfully nego- 
tiated various kinds of barter arrangements with Egypt, the Sudan, Burma. 
The Soviets are flooding some countries with technicians who are well 
trained not only in their professions, but in the language and customs of the host 
eountry. Directed by an authoritarian government, they go where they are told 
to go. 

The Chinese have been flooding southeast Asia with imitations of western 
goods, particularly imitations of internationally famous U.S. products—at sub- 
sidized, cut prices. 

The Soviets have a massive program of bringing into the U.S.S.R. thousands 
of men and women from the less-developed countries for specialized training, 
orientation, and indoctrination. 

The point is the Communists are demonstrating an ability to duplicate the 
program of Government foreign aid that the U.S. Government pioneered. They 
are willing to impoverish their own people to support a program of economic 
and political penetration into the underdeveloped nations of the free world. 
Even Latin America is not spared in their ambitious program. _ It is difficult to 
think of any Government aid program which the United States could develop 
which the U.S.S.R., its European satellites, and Red China cannot duplicate. 
However, there is one instrument—and I believe only one instrument—for 
economie development which the United States possesses and which the Commu- 
nists do not have and cannot duplicate. We have the energy, the initiative, the 
inventiveness, the technology, the managerial talent—and the capital—of private 
enterprise. This the Communists do not have, and as long as they remain 
Communists they cannot duplicate it. Now this instrument is an enormously 
valuable tool, capable of being far more widely used, if the Congress wishes. It 
is valuable both to the host country and to our own Nation. 

Here’s how the host country benefits by U.S. private enterprise: When the 
Soviets build a plant in India, for example, the host government signs a docu- 
ment evidencing an obligation to the U.S.S.R. The cost of the plant must be 
repaid in rubles, in hard currency, in local currency, or in goods, depending 
upon the agreement. And, of course, the Soviets build plants only for govern- 
ment-owned enterprises. Their aim is to advance socialism now—and com- 
munism as soon as possible. 

Now, when a U.S. corporation enters the same country—India, for example, 
the host government does not promise to repay a cent or a rupee to anyone— 
ever. The capital is supplied by the U.S. corporation or its overseas base com- 
pany. The corporation assumes the entire risk. The whole transaction is the 
opposite of a deal with the Russians. Instead of asking for repayment, the 
U.S. corporation promises to pay taxes to the host government. 

Every new plant creates jobs, stimulates local industry with its purchases 
of materials and services, saves foreign exchange and often earns foreign ex- 
change by developing new exports for the host country, and introduces and 
advances technical and managerial skills. This is genuine, long lasting, self- 
supporting economic development. And it is accomplished without Congress 
appropriating a cent. 

Recent examples of investments of U.S. corporations in underdeveloped nations 
made directly or through their foreign base companies include Parke Davis, 
Otis Blevator, Merck, Remington Rand, Johnson & Johnson, Von Kohorn and 
Pfizer in India; General Mills and Pfizer in Pakistan; Parsons and Whittemore 
in Vietnam; Wyeth and Pfizer in the United Arab Republic; Dayton Rubber in 
Israel; Olin Mathieson in Guinea (Africa); United States Steel in Galon 
(Africa) ; General Tire in Morocco; and scores of U.S. corporations in virtually 
every country of Latin America. Indeed, according to the figures of the U.S. 
Treasury, more than half of U.S. foreign private investments have been made 
outside Canada and Western Europe. 

The second way that the foreign business corporation would benefit every 
citizen is that it would help to make more jobs and stabilize employment in 
the United States. The notion that when a U.S. corporation builds a plant 
abroad, employment in the United States declines is false. No company elects 
to manufacture abroad as long as it can serve overseas markets through ex- 


ports. It is much more sensible to keep the conveyor belt running an hour 
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longer than to dig up the capital and risk its investment in a foreign country. 
Plants are built abroad only when it is impractical to export to that market 
for reasons of tariff, quotas, exchange control, costs, or because the foreign 
market rejects the designs and sizes suitable to the U.S. market and requires 
a different design or size that cannot be economically produced in the United 
States and sold abroad. Thus the decision to erect a plant abroad (or to buy 
an existing one) seldom means that U.S. workmen lose their jobs. 

On the contrary, the decision often means employing more people, for two 
reasons: The first is that in many industries, the new overseas plant must 
be supplied for an initial period or permanently with components and ma- 
terials manufactured in the United States. Usually this means an increase 
in exports over levels that could have existed if the new plant had not been 
built abroad. The history of many new undertakings abroad shows that the 
first step is to erect an assembly plant to serve a market where imports of 
the complete U.S. product had been effectively excluded by foreign government 
action. Gradually, in some cases, as economic conditions and foreign govern- 
ment regulations or laws required, the assembly plant was converted into a 
manufacturing operation. 

The second reason that overseas manufacturing increases employment in 
the United States is that as any country industrializes and raises its living 
standards, it buys more from the United States. This is shown vividly in the 
following table. 


Per capita income of 9 countries compared to per capita purchases of U.S. goods, 
1957 


Purchases 
Income from United 
States 


Source: “Tariffs and Trade,’”’ May 25, 1959. Published by the U.S. Council of the International Chamber 
of Commerce. All figures converted at official exchange rates. 


Finally, the recession of 1958 revealed that those U.S. manufacturers fortu- 
nate to have plants abroad enjoyed an enviable degree of stability in their 
earning records and employment that would have been impossible without such 
earnings. Indeed, in the year 1958, $2,198 million was brought home as earnings 
from private direct foreign investments. 

In most cases, sales and earnings abroad were continuing to rise for these 
companies while domestic earnings slumped. For example, consolidated global 
net income of the Ford Motor Co. slumped 66 percent in 1958 compared to 1957, 
but its earnings abroad increased by 20 percent in the same year. Eli Lilly, to 
select an entirely different industry, suffered a global sales decline of 10 percent 
in 1958, but foreign sales were up 4 percent. Other records: Sales of Colgate’s 
foreign subsidiaries were up 10 percent last year and earnings of its foreign 
subsidiaries were $7.7 million, more than half of the company’s total earnings. 
Sales of foreign subsidiaries of the Sunbeam Corp. were up 11.8 percent. 
Gillette’s net income remitted by foreign subsidiaries was up 6 percent and 
represented 53 percent of total earnings. Miles Laboratories’ sales abroad 
were up 8.5 percent. Eastman Kodak’s net earnings of its foreign subsidiaries 
were up 7 percent after allowing for a severe loss owing to devaluation of the 
French franc. Merck, Sharpe & Dohme’s international sales increased by 16 per- 
cent. Clevite Corp. enjoyed an increase in foreign sales of 23 percent. 

The third way that the foreign business corporation would benefit every citizen 
is the fact that it would help to conserve the resources of U.S. corporations for 
expansion and modernization at home while expanding abroad. It would do 
this by facilitating the earning of capital abroad for investment abroad. 

The need for massive investments in the United States is revealed by a com- 
prehensive study made by the McGraw-Hill Publishing Co. This study shows 
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that 48 pereent of the equipment in U.S. manufacturing industries was installed 
prior to 1945 and is now obsolete. Latest machine tools, according to McGraw- 
Hill, are 40 percent more efficient than 1948 models. Investments are needed: 

For growth.—tThe U.S. population will increase by 32 million in the next 10 
years and the proporiton of the population composed of old, retired people will 
increase. This means that a relatively smaller working force will need to 
produce more goods for a much larger market. 

To fight infation.—Productivity must be boosted to match wage increases. In 
recent years wages have risen on the average of 5 percent per year while pro- 
ductivity has gone up only 2.5 percent per year. Inflation is the inexorable 
result. If the demands of powerful labor unions are to be met, or even compro- 
mised without disastrous consequences on the economy as a whole, measures 
must be taken to increase productivity considerably above present levels. 

To keep our living standards rising—Productivity must be increased even 
above increases in wages. 

The cost is staggering. Just to replace obsolete equipment in the manufactur- 
ing industries alone will cost $34.8 billion if done today. It won’t be done ina 
day, and the cost is rising every hour as additional equipment becomes obsolete. 
To replace obsolete equipment in all industry will cost $95 billion. 

Clearly, then, there is a very great need to conserve our capital for investment 
at home. H.R. 5 will help to do this by enabling U.S. corporations more readily 
to earn the capital abroad for expansion abroad. 

The fourth way every citizen will benefit by the foreign business corporation 
is the fact that its use by U.S. industry would help to balance U.S. international 
accounts at a high level. 

Except for 1957, in every year since 1950, the United States has suffered a 
deficit in its transactions with the rest of the world. In that year (1957) the 
Suez crisis led to extraordinary exports from the United States and greatly in- 
creased use of U.S.-owned ships. The result was a surplus in our international 
accounts of $442 million. Generally, during the past 9 years, the transfer of 
dollars and some gold to other nations (reflecting our deficit in international 
accounts) was regarded as the normal recovery of war-torn nations into visable 
societies. But in the past 3 years the deficit has increased and in 1958 we lost 
$2,275 million from our gold reserves. The deficit has continued into 1959 and 
has become a matter of genuine concern to industry and Government alike. 

In searching for an explanation of the accelerated drain on our reserves, 
various theories have been advanced. One is that the United States has been 
pricing itself out of world markets. A second is that-U.S. private investments 
abroad account for a major part of the drain. A third is that U.S. Government 
military expenditures, nonmilitary grants, and net U.S. Government capital 
outflow is responsible. 

Those who hold that U.S. private investments abroad have contributed to our 
deficit are right so far as portfolio investments made by individuals are con- 
cerned. But H.R. 5 has to do with the operations of corporations—with direct 
private investments abroad made by U.S. corporations in their branches, sub- 
sidiaries, and affiliates overseas. This has grown, over the years, and in the 
period January 1, 1956, through March 31, 1959, amounted to $5,253 million. Not 
withstanding this impressively large outflow, the income received in the United 
States from direct, private foreign investment, even in these years when the 
investments were so large, have been greater than the outflow, greater than the 
investments made in those years. 


FOREIGN INVESTMENT INCENTIVE ACT 


[In millions of dollars] 
Income 
Direct received Excess of 
foreign from direct | income over 
private foreign investment 
investment private 
investment 
1,859 2, 120 261 
2, 058 2, 313 255 
1,094 2, 198 1, 104 
242 497 255 
5, 253 7, 128 1,875 


4 
1956_. 
1957. 
1958 _. 
1959 
1st quarter. 
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Instead of being a drain, income on direct foreign private investments is 
helping to balance our international accounts. 

One may wonder how is it that income is so consistently and impressively 
higher than the outflow of capital. The answer is that the Government, very 
properly, includes in the balance of payments figures only net direct foreign 
private investments (after deducting remittances owing to liquidations)—and not 
reinvested earnings of foreign subsidiaries. This means that the reinvested 
earnings of both new and long-established direct operating subsidiaries abroad 
are not included. Yet most important oversea manufacturing plants grew out 
of reinvested earnings which are now paying off. 

Perhaps of even greater importance is the fact that the investments made by 
foreign base companies of U.S. corporations—subsidiaries in profit sanctuary 
countries like Panama, Canada, Venezuela, and Switzerland—are not included. 
For these, too, are reinvesting earnings. In recent years, hundreds of leading 
U.S. corporations have been making their major investments abroad through 
these foreign base companies—investments of capital that was largely earned 
abroad and taxed very little if at all. 

The accompanying table, analyzing our balance of payments, illustrates that 
direct foreign private investment together with merchandise trade surplus, repre- 
sents our only important receipts in international transactions. All other 
transactions, in balance, represent losses. Indeed, the ability of the United 
States to continue foreign military and economic aid without a continuing 
deficit depends upon U.S. industry increasing our trade surplus and profitable 
foreign investments. H.R. 5, by encouraging exports and foreign investments, 
would assist in balancing our international accounts at a high level. 


U.S. balance of payments excluding military grant aid 


{Millions of dollars] 


1956 1957 1958 | 1959! 


Net receipts: 


Income on direct foreign private investment in excess of net direct 
foreign private investment made during year_-_........-.-------- 261 255 | 1,104 255 
Net payments: 
Net U.S. Government disbursements abroad (military expendi- 
tures, nonmilitary grants, pensions, transfers, net U.S. Govern- 
ment capital outflow) 5,334 | 5,526 5,879 1, 299 
Net effect, all other transactions, errors, omissions. _-.-.-.---------- 435 386 | 21,940 - 
5,769 | 5,912 | 7,819 1, 298 


Deficit: Transfers of gold and liquid dollar holdings through transac- 


1 Ist quarter. 
2 Reflects a severe decline in U.S. shipping earnings, and a dramatic increase in U.S. portfolio investments 
abroad and an almost total cessation of foreign investments in the United States, 


Whether it will be possible radically to improve our trade balance is a serious 
question. In the first quarter of 1959, the excess of income over foreign direct 
private investment was greater than our trade surplus ($255 million and $182 
million, respectively). Undoubtedly, our trade surplus will improve as the 
year goes on. But it is a fact that thousands of U.S. corporations have decided 
that it was a matter of grim necessity to replace falling exports with cor- 
responding or greater income from oversea manufacturing operations. I re- 
spectfully submit that the Treasury and the U.S. Congress should recognize 
that this is no less urgent for the country as a whole. 

The fifth way that every U.S. citizen would benefit by H.R. 5 is the fact that 
the bill, if enacted into law, would give U.S. industry an opportunity to com- 
pete on more even terms with our foreign competitors. 

Seventy-two countries give preferential tax treatment to foreign income in- 
cluding 26 countries that do not tax foreign income at all. Thirteen countries 
provide for deferment of tax on foreign income in ways similar to those pro- 
posed in H.R. 5 


43349—59——_9 
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The provisions of 10 countries in the matter of taxing foreign income will 
serve to illustrate: 


How Eacu or 10 Countries Taxes INCOME ARISING FroM OUTSIDE ITs BORDERS 


Belgium : Tax on undistributed profits reduced by 80 percent. 

Canada: No tax on dividends paid by foreign subsidiaries 25 percent or more 
owned by the Canadian corporation. 

United Kingdom: Deferred on a basis similar to that proposed in H.R. 5. 

Holland’: May be none—decided on a case-by-case basis. 

Switzerland: No federal tax. Reduction of cantonal tax varies. 

Bahamas: None. 

Bermuda: None. 

Liberia: None. 

Panama: None. 

Venezuela: None. f 

The sixth way that every citizen would benefit by enactment of this provision 
of H.R. 5 is that, in the end, the U.S. Treasury would collect more revenue from 
U.S. corporations. This approach into foreign markets is made by U.S. corpora- 
tions to build larger businesses abroad in order to pay larger dividends at home. 
There is no possible way for shareholders of U.S. corporations to benefit by the 
foreign business corporation except as the U.S. Treasury would also benefit. 


The Cuarmman. Our next witness is Mr. Leon Hickman. 
Will you identify yourself for the record ? 


STATEMENT OF LEON E. HICKMAN, EXECUTIVE VICE PRESIDENT, 
ALUMINUM CO. OF AMERICA (ALCOA) 


Mr. Hickman. My name is Leon E. Hickman, and I am executive 
vice president of the Aluminum Co. of America. 
I have filed a statement with the committee which I ask to be ac- 
cepted as my statement. 
he CrarrMAn. Your entire statement will be inserted in the 
record. 
(Mr. Hickman’s prepared statement follows :) 


STATEMENT ON H.R. 5—ForeEIGN INVESTMENT INCENTIVE Tax AcT ON BEHALF OF 
ALUMINUM Co. oF AMERICA (ALCOA) By LEON E. HICKMAN, EXECUTIVE VICE 
PRESIDENT AND GENERAL COUNSEL 


Chairman Mills and members of the Committee on Ways and Means, I am 
appearing on behalf of Aluminum Co. of America in support of H.R. 5, the For- 
eign Investment Incentive Tax Act of 1959, commonly known as the Boggs bill. 
My name is Leon E. Hickman. I am executive vice president and general coun- 
sel of Alcoa. I am one of the officials of that company that decide its policy 
with respect to foreign investments. It will be the purpose of this statement 
to tell you how the tax changes proposed in H.R. 5 will affect Alcoa’s foreign 
investment decisions. 

By way of background I should perhaps start by stating that Alcoa mines 
bauxite in Surinam and is in the process of building a hydroelectric develop- 
ment and aluminum smelter in that country. It has an aluminum-fabricating 
plant in Mexico and has selling agencies for aluminum products in several na- 
tions, most of them in Latin America. Within recent months we have concluded 
agreements that will put us in the aluminum-fabricating business in Venezuela, 
Japan, and the United Kingdom. How fast and how far Alcoa will push those 
developments, and what it will do in the way of further foreign investments 
depends in no small measure upon governmental policies of the United States, 
among the more important of which is its policy on taxation in the areas covered 
by H.R. 5. 


10On income from permanent establishments located outside the borders of the country 
that is subject to income tax by the host countries. H.R. 5 would be a step toward giving 
U.S. industry a better chance to compete in the world marketplaces. 
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Alcoa starts with the premise that the cornerstone of American foreign policy 
is the economic development and well-being of the free nations of the world. 
That foreign policy has been implemented for at least a decade by large grants- 
in-aid. The Departments of State and Commerce have repeatedly expressed the 
conviction that those governmental grants-in-aid should be supplemented wher- 
ever possible by the efforts of American private enterprise in the development 
of the resources of the free world, to the end that the free nations might be 
further industrialized and the living standards of their people raised to the 
point where they would have both the will and the strength to defend themselves 
from Communist penetration. The purpose of H.R. 5 is to serve that need by 
incentives which will encourage American business to bring its capital and, above 
all, its know-how and skills to the development of the economies of these foreign 
nations. 

Mr. Khrushchev has warned us repeatedly that our conflict with communism 
is not primarily military, but economic, and that he fully expects the state owned 
and operated economy of the Soviet nations to bring the free world to its knees 
and ultimately to communism by victory in the field of economic competition. 
The battlefield is exactly where he says it is—in the economic area—but all of 
us, businessmen and Government officials alike, seem strangely lethargic at 
times in realizing that the battle lines have been thus drawn and that our 
Communist foes have certain considerable advantages. We saw the Commu- 
nist advantage in the economic arena dramatically illustrated a year ago when 
Russia dumped a relatively small amount of aluminum into the markets of the 
United Kingdom pursuant to its offer stated at 2 cents a pound below the free 
world price, regardless of the level to which that price might drop. The result 
was immediate and drastic. The price of aluminum dropped at once and has 
not yet recovered that loss in the United States. Serious as that incident was, 
it is but a small warning of what can come when a privately owned, free-enter- 
prise economy attempts to compete with a state monopoly that markets its 
products solely with an eye on political or military objectives. 

To date we have been waging that economic war with indifferent success. 
Part of our difficulty has been that grants of Federal money in aid of the 
economic development of free nations have been grants of money but little 
more. They have not carried with them the implementation only possible 
through the know-how and resourcefulness of American private economic enter- 
prise. The President of the United States and others have repeatedly sounded 
the warning that the vast resources of private enterprise have not been ade- 
quately enlisted in this economic struggle for the minds and allegiance of the 
world. In the report of the Committee on World Economic Practices to the 
Secretary of Commerce, popularly known as the “Boeschenstein Report” (issued 
January 22, 1959) it is stated to be of the utmost importance that new and 
greater use be made of the resources and initiative of private enterprise in 
countering the economic offensive of the Sino-Soviet alliance. 

Thoughtful American businessmen are in full agreement. The economic 
defense of the United States and the free world cannot be left to diplomatic, 
military, and economic efforts solely of a governmental nature. A great, free 
enterprise force is at hand and can be mobilized in a massive way on a volun- 
tary basis through appropriate protection against nonbusiness risks abroad as 
well as by appropriate incentives to take private capital and know-how abroad. 

The establishment of American business enterprise in foreign areas will 
bring not only capital but technical and managerial skills, as well as cultural 
ties to those nations. Multiple goals will be served through (1) striking at 
basic poverty and raising living standards; (2) countering the Soviet economic 
efforts; (3) developing the best features of a free productive enterprise system 
to help neighboring peoples help themselves; and (4) creating financial, business, 
and personal ties which weave a strong fabric of common interest against the 
wave of the Sino-Soviets. Every American factory that is established in a 
neighboring country will bring with it a cluster of shops and stores needed to 
service the people who work in that enterprise. In a word, it will make possible 
in those communities the very development of small, privately owned businesses 
that the less developed nations need so much. 

I am sure I need not labor the point further. There is probably no disagree- 
ment about the need for increased activity of private U.S. business enterprise 
in foreign areas. The only question is how to get this need satisfied. 

One is entitled to ask why American businessmen do not take their capital 
and know-how to these foreign lands in the amounts needed without waiting 
for legislation or other governmental program in support of that effort. Cer- 
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tainly most of the businessmen with whom Alcoa deals recognize the need for 
this implementation of our foreign policy. But the obstacles are very great. 
The nations that have the most urgent need are the very ones that pose the 
greatest peril to transplanted American capital and know-how. Inflation is bad 
enough at home, but it is infinitely worse in most of these areas of the world 
that need help. Political conditions may be unsatisfactory at home but they 
are so much more unstable in many other parts of the world that the danger 
of expropriation of capital, ex-post-facto or confiscatory taxation, or govern- 
ment fiat preventing the return of either the capital invested abroad or the 
earnings on it, makes such ventures extremely speculative. More than that, 
both the United States and the nation where the foreign enterprise is placed 
expect to support their economies by taxing it, with the result that high taxa- 
tion of earnings is inevitable and double taxation is not uncommon. 

The managers of American free enterprise are trustees for their stockhold- 
ers. They cannot expose the capital of those stockholders to foreign ventures 
unless in the exercise of a prudent judgment they believe the foreign venture 
to be as attractive as opportunities present in the United States. The very na- 
tions that need our help the most are the poorest risks. Consequently, this great 
Nation is engaged in the greatest struggle of its existence with its greatest re- 
source—American private enterprise—too largely on the sidelines of the strug- 
gle. It is like playing the deciding game of the world’s series with Babe Ruth 
sitting on the bench. 

H.R. 5 is addressed to an important aspect of this problem; namely, the tax- 
ing policy of the United States with respect to American investment abroad. 
It embodies a half-dozen proposals, every one of them constructive in Alcoa’s 
judgment. It would authorize the taxation of domestic corporations, which 
earned 90 percent or more of their income in foreign countries, at a basic tax 
rate 14 percentage points below the tax rate on domestic corporations—the 
Western Hemisphere trade corporation concept on a worldwide basis. Under 
appropriate safeguards, it would defer the taxation of foreign income until it 
was returned to the United States, thereby permitting foreign earnings to be 
plowed back into additional foreign plants and technical assistance anywhere in 
the world. All of such foreign income would be ultimately taxed when brought 
back to the United States. It would permit foreign taxing credits against U.S. 
income tax to be computed on an overall basis instead of nation by nation. It 


-would protect foreign investment incentives from destruction by additional U.S. 


taxation. It would also protect from taxation the proceeds of insurance on 
foreign property because of involuntary conversion through destruction, theft, 
seizure, requisition, or condemnation. These are all commendable corrections 
in our tax laws, much needed if foreign investment is to be made reasonably 
safe for American capital. Of course, it leaves untouched the wider problems 
of inflation, trade barriers, currency restrictions, and political instability. 


1. The advantage of a lower tag rate on foreign business 


The 14-point tax rate reduction provided in section 4 of H.R. 5 is probably its 
most important provision from an incentive aspect. Most companies can achieve 
a deferral of tax by operating abroad through a foreign incorporated company. 
But they have no way of reducing the ultimate tax rate below the prevailing 
52 percent. 

Such a reduction is badly needed if foreign investments are to be made on a 
large scale. A 52-percent tax rate is only possible in a mature economy where 
investments can be made with the reasonable certainty of profits. When the 
investment is undertaken in a foreign land, where markets are uncertain or non- 
existent, labor untrained, inflation often rampant, and government stability 
uncertain, there is no assurance of any profit. Too often, there is not even a 
reasonable security for the capital investment. Under such circumstances, a 
tax rate of 52 percent becomes a heads-you-win, tails-I-lose proposition. The 
United States was developed from a wilderness to its present state in an era 
when there was no Federal income tax, or when it was relatively low. In my 
opinion, a 52-percent corporate income tax rate would have slowed down the 
development of the American West by a century. The deterring effect of such a 
rate on foreign investment is obviously much greater. 

This 14-point rate reduction has been tried for some time in the Western Hemi- 
sphere with good results.. Within my own knowledge, it largely explains the 
fact that Alcoa’s foreign investments have been primarily concentrated in the 
Western Hemisphere. It has made the difference. More specifically, I am in a 
position to state that the investment of $120 million which Alcoa has recently 
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committed itself to make in Surinam for a hydroelectric power development and 
an aluminum smelter became a possibility primarily because of the lower tax 
rate prevailing on Western Hemisphere investments. The effect of that develop- 
ment on the economy of Surinam is hard to evaluate. In time the aluminum 
smelter will be followed by the development of a skilled work force of the people 
of Surinam. Shops and stores and services will surround that plant and the 
economy of a small but proud nation will be transformed. In deciding to make 
that investment, Alcoa had to weigh the use of its money in South America 
against its use in Europe, the British Commonwealth, Africa, or at home. The 
fact that the policy of the U.S. Government recognized investment capital to be 
important to the development of the Western Hemisphere and consequently es- 
tablished income tax rates at less than the full 52-percent rate had a decisive 
effect on that decision. 

We often lose sight of the fact that every American corporation has only lim- 
ited resources, large as this may be in the aggregate. Every company that is 
successful has 10 attractive opportunities for investment to every 1 to which 
it can devote funds. It must pick and choose where it puts its reinvested earn- 
ings, its depletion accruals, or borrowed capital. It must look at the opportuni- 
ties in the United States, with its 52-percent tax rate, and compare them with 
those available in other lands. I think it is a close question whether undevel- 
oped countries without markets or skills can ever be developed by an economy 
burdened with a 52-percent tax rate. Certainly a reduction of 14 percentage 
points makes the odds much less onerous and, by comparison, that much more 
attractive. 

Alcoa can well understand the concern of the Secretary of the Treasury if 
the effect of this rate reduction will be a loss in tax revenue of something ap- 
proaching $500 million. Yet with all deference, one can hardly be sure that 
any such loss would result, for it must be based on certain assumptions as to 
how much or how little this tax incentive will spur foreign investment. Under 
date of May 6, 1959, the Secretary of the Treasury wrote to Congressman Boggs, 
making mention of the “doubtful effect of a rate reduction as an incentive for 
the expansion of American business abroad * * *.” With all respect for that 
viewpoint, the impact of the Western Hemisphere tax rate reduction on the 
decisions of Alcoa leads me to be more optimistic with respect to the revenue 
possibilities of a 38-percent rate. 

But even if I am wrong, as I well may be, it can scarcely be gainsaid that 
every dollar of private American money invested in productive enterprise in 
other lands will reduce severalfold the need for governmental grants-in-aid paid 
out of tax funds. More than that, if the Government stood to lose tax revenues 
which would neither be recouped later nor compensated for by reduction in 
Government grants, the tax reduction would more than justify itself if it re- 
sulted in any appreciable increase in American investment abroad and thereby 
increased the likelihood that ultimately a free society will prevail over a state 
tyranny. 

The proposed 14-point tax rate reduction will have its greatest impact on 
investment in less-developed lands. It will not stimulate investment in most 
of Europe, the United Kingdom, Canada, or Japan, for example, for those nations 
already have tax rates nearly as high as ours. The U.S. tax credits resulting 
from their imposition wipes out the prospect of U.S. taxation from investments 
in those countries. It is the economically smaller, less-developed countries which 
are just getting started on industrialization that usually offer the tax incen- 
tives or the lower rates to new enterprise. But the incentives of these un- 
developed nations will be completely destroyed when a 52-percent American 
tax rate is imposed on those earnings. 


2. The proposed U.S. credit for a foreign tax incentive 


Section 6 of H.R. 5 makes it possible for American firms to benefit from tax in- 
ducements offered by foreign governments to attract new capital, new technical 
skills, and American management. As matters stand, without H.R. 5 those 
tax incentives are wiped out because the United States collects the amount 
waived, refusing to give any credit in the computation of income tax due. The 
proposal of H.R. 5 is to let income tax concessions by foreign countries be recog- 
nized through a corresponding reduction of U.S. tax liabilities. This would be 
of decisive importance to business enterprises located in India, Burma, or 
Israel, for example, for those nations have a higher tax rate than ours so that 
a tax waiver for a limited period of time, if recognized by credit against the 
U.S. tax, would be a most effective incentive. 
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Alcoa understands that the Treasury Department agrees in principle with 
the concept of computing a foreign tax credit in such a way as to permit coun- 
tries in need of economic development to grant tax concessions which will not 
be nullified by the application of the U.S. tax. However, we understand that the 
Treasury feels that this arrangement should be achieved by treaty or agreement 
rather than statute. 

We have the feeling that the treaty route is much too slow in this moment of 
crisis. We understand that not a single tax treaty to this effect has yet become 
effective. If there is validity to the current sense of urgency in speeding private 
American investment in less-developed countries, we should proceed by statute 
rather than long-drawn-out treaty negotiations to protect the tax inducements 
offered by those nations from confiscation under our tax laws. 


$3. The proposal to defer the imposition of U.S. tax on foreign income until it is 
returned to the United States 

This proposal, embodied in section 2 of H.R. 5, ranks in importance with the 
proposal to lower the tax rate on foreign source income. It will permit income 
earned abroad by a foreign business corporation to be reinvested anywhere in 
the world without imposition of U.S. tax until that income is returned to the 
United States. The bill is carefully drawn at this point to limit the possibility 
of tax evasion. ' 

Without H.R. 5 this tax deferral is commonly achieved by carrying on foreign 
operations through a subsidiary corporation incorporated under the laws of 
some foreign nation which does not tax foreign income or which has this concept 
of postponing the imposition of such a tax until the income is returned to the 
country of incorporation, and which, in later reference, will be termed a foreign 
base subsidiary. This is a legal, proper, and logical procedure, increasingly 
adopted by the U.S. foreign business community. Indeed, it is the only means 
available today to an American corporation desiring to compete on equal terms 
with corporations created in any of a number of other nations of the free world 
which grant this tax deferral. The United Kingdom is a conspicuous example 
of a nation fostering this type of competition. 

In view of the common use of the foreign base subsidiary as a vehicle for 
transacting American business abroad, it is not probable that the U.S. Treasury 
would suffer any substantial loss by adopting the same concept. 

There would be many advantages. It would greatly encourage the reinvest- 
ment of foreign earnings in other foreign business. It would put the foreign 
business corporations of the United States on a parity with those of the United 
Kingdom, for example, in the competition for foreign markets. Perhaps most 
importantly of all, it would have the practical effect of having American foreign 
enterprise conducted by American incorporated companies. 

Such a policy would give U.S. foreign business the benefits of (1) U.S. diplo- 
matic protection and support, (2) protection under treaties of friendship, com- 
merce, and navigation, including the requirement of those treaties that U.S. 
business in such foreign countries have equal status in competition with local 
business, (3) U.S. tax treaties, (4) ICA investment guarantees, (5) the elimi- 
nation of complex and costly legal, administrative, operating and sales pro- 
cedures in the use of foreign base subsidiaries, (6) repatriation of personnel 
and property from countries of foreign incorporation, (7) the psychological 
benefit to American businessmen of knowing that they were working directly 
in line with U.S. foreign policy instead of through the complex mechanism of 
foreign base subsidiaries. 

The suggestion that the right to defer tax on reinvested income be limited to 
less-developed countries and that it have a restricting application to export 
income would defeat the proposal entirely. Companies now utilizing a foreign 
base subsidiary with worldwide application of tax deferral would be slow to 
trade this privilege for an H.R. 5 foreign business corporation with geographical 
and other limitations on the right of tax deferral, even if it meant forgoing 
the benefits of treaties and the like mentioned before. What they have is 
better than what they would be offered. The Straus report (at pp. 9-10) has 
this to say of the proposed limitation : 

“We believe that there should be no geographical limitation on the foreign 
activities and sources of income of an FBC because the diplomatic problems and 
domestic pressures involved in choosing particular countries or areas would 
make a general system of legislative or administrative selection very difficult. 
Moreover, since the FBC involves tax deferral rather than tax reduction, it is 
appropriate for investment both in developed and underdeveloped countries.” 
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Alcoa seeks no competitive advantage over those foreign competitors in world 
markets. On the contrary, we seek only some of the advantages already en- 
joyed by those competitors, the denial of which makes American participation 
in world trade quite difficult. Tax deferral is already available to companies 
operating under the laws of the United Kingdom and many other countries. 
Other countries do not tax income earned outside their homeland. We do not 
suggest that American policy be extended that far. 

If H.R. 5 becomes law, it should have the effect of greatly stimulating private 
American investment in foreign countries. The incentives of the bill will have 
the greatest impact in favor of investment in the less-developed countries, a 
result best supporting American foreign policy. Without a correction of the 
tax problems to which the bill is addressed, it cannot reasonably be expected 
that private capital will seek out foreign investment to the extent desired. For 
these reasons, we believe the adoption of the bill without the proposed Treasury 
amendments is in the public interest. 

The Cuarrman. You are recognized for 5 minutes. 

Mr. Hickman. Thank you, Mr. Chairman. My statement favors 
the Boggs bill as drafted and that is basically the position of my 
company. 

The chairman made the statement in the course of the afternoon 
that there should be no special tax treatment for any segment of busi- 
ness unless there is some overpowering reason for it. As the first 
representative of a business that might profit from this bill, I might 
ay that business insofar as I represent it asks nothing for itself. 

e seek no favors; unless there is that overpowering reason which 
the gia suggested should be followed, this bill should not be 

assed. 

. I believe that overpowering reason, if it exists, is found in the need 
to supplement our foreign aid program of the Federal Government 
with free, private enterprise. ihe remarks by Secretary Dillon in 
the second paragraph of his statement seems to say exactly that; that 
is, foreign government aid should be supplemented by private invest- 
ment capital to the greatest extent possible. 

In our judgment, private investment capital can do more in this 
conflict with communism than even Government grants-in-aid. As 
Secretary Dillon said, it brings managerial skills and technical know- 
how as well as capital into the fray. 

To let this struggle with Russia continue to be opposed basically 
by grants-in-aid on our part, and without private industry doing 
its utmost, is a little like playing the final game of the world series 
with Babe Ruth sitting on the bench. 

Now, I think one is fairly entitled to ask why private American 
enterprise cannot step up to this challenge of the Soviets without any 
further legislation by the Government. I would like to tell you 
in just a few moments the experience of Alcoa, which I think bears 
directly on that problem. 

We have not been largely active in the foreign field, although in 
recent years we have become increasingly interested. To the extent 
that we have made investments until this year, they have been almost 
entirely in the Western Hemisphere. We have fabricating plants in 
Mexico, and we are building in Venezuela. We have established trad- 
ing posts for shipping American exports throughout most of Latin 
America, operating under the Western Hemisphere trade corporation, 
and I can add a word of testimony as to whether that has or has not 
been effective. 
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Only this year we have made or completed arrangements as one 
company to go into the business of fabricating aluminum in the United 
Kingdom and Japan. This poses an entirely different set of problems, 
but it has presented us with these very questions that your committee 
is considering today. 

I would like to say that so far as the Aluminum Co. of America 
is concerned, and I suspect the aluminum industry generally, our 
interest in foreign markets is not to bring things back into the United 
States, but it is to manufacture and sell aluminum products in foreign 
markets; that is, to participate in those foreign markets as we can- 
not by exports from the United States. 

There are 22 pounds of aluminum used per person in the United 
States, as against 7 in Western Europe, and Western Europe is the 
next best developed aluminum-market in the world. So we feel there 
is crvet potential for American companies to participate in the world 
market. 

The other markets are even less developed than that one. However, 
in deciding whether to go into these foreign investments, we found, 
and I was one of those who considered the question, that like a house- 
holder, our resources were limited. We were in debt to the tune of a 
half billion dollars, not from losses, but from investments that we had 
made in this country. We had 10 opportunities to make a good invest- 
ment to every one that we could possibly finance with our money, 
and so in the last analysis the question of whether Alcoa makes a 
foreign investment and where it makes it comes down to the competi- 
tive job of evaluating one opportunity against another, and there are 
more than we can possibly take advantage of. 

We feel as managers, as I feel all corporate officials do, that they 
are trustees of their stockholders’ money, and no matter what the for- 
eign policy of the United States is, unless the investment is attractive 
from a stockholders’ standpoint, and in other words, unless they have 
a chance to get their money back, and make a reasonable return, we do 
not feel justified in risking their money. 

We find in making foreign investments in varying degrees that we 
come into risks like this: We go into places that have no markets for 
our products. We are confronted with the opportunity of going into 
countries that have people who have no skills in making our products. 
We may also face unstable government, the danger of expropriation of 
property, the difficulty of inflation far greater than anything we face 
in this country, and, of course, great problems of currency conversion. 

With many of those problems, the Boggs bill does not addvess itself, 
and itis no help. I would be the first to say that if the Boggs bill were 
passed, there would still be a full group of problems confronting any- 
one who wanted to go into one of these countries. But we do feel that 
the Boggs bill helps. 

T would like to address myself for just a moment to two of the fea- 
tures of the Boggs bill. One is the proposal to reduce the rate of 
Sexson by 14 percentage points, and the other is the matter of 

eferral. 

On the 14 percentage point reduction, we have the concept of the 
Western Hemisphere trade corporation. I can say as one who par- 
ticipated in the decision within the past year that we decided definitely 
to invest $120 million in an aluminum smelter and hydroelectric plant 
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in one of the most undeveloped countries of the world, largely and de- 
cisively on the fact that the rate of taxation was 38 percent instead 
of 52 percent. 

There were many problems, and it was marginal when we got 
through, but it is the considered judgment of the officials of Alcoa 
poe had the tax rate been 52 percent instead of 38, we would not have 

one it. 

I think in that case, it all goes into the hope that that hydroelectric 
plant will transform the economy of Surinam. It will give them 
electricity and the Government will eventually own the plant and 
there will be a great cluster of shops and stores and all of the rest in 
that country. 

I think it is our judgment, and probably the general judgment of 
business, that a 52-percent tax is not a realistic rate for capital sent 
into speculative situations. I think we can stand a 52-percent tax 
rate in an economy like the United States with a reasonably mature 
and developed economy, where your chance for investment is in 
situations that can reasonably be expected to return you a profit. 

But when you go into the Surinams and other underdeveloped 
countries, 52 percent is not a realistic rate. There has been a great 
deal of discussion today as to whether this 14-percent reduction in 
the rate should apply only to underdeveloped countries or to any 
foreign investment. I would like to suggest that unless my economics 
fail me at some point, the argument is largely theoretical. 

The developed countries of Western Europe, Japan, and Canada 
have tax rates so closely approximating our own, all within a few 
percentage points, that a reduction in the U.S. rates to 38 percent 
wouldn’t make. the slightest bit of difference. We would pay just 
the higher foreign rate instead of the domestic rate. 

So that I think that even without changing the Boggs bill, the prac- 
tical effect of the 14-point reduction is that it will be effective in 
having investment in underdeveloped countries, but have no practical 
effect in developments in Western Europe and Canada and Japan, 
and places like that which have a tax rate like ours. 

Now, on the question of tax deferral, I think that the situations 
is a good deal the same. Much has been made of the point that one 
can achieve tax deferral now by incorporating in any of a number 
of companies and operating in a foreign-based company. That is 
true and my company does it, in some places. 

I think we need tax deferral as proposed in H.R. 5 to put us in a 
position to compete with corporations of the United Kingdom, Canada, 
Netherlands, and the other great trading corporations of the world. 
They all have it. 

I make the same point with respect to tax deferral that I made with 
respect to the 52 percent, that I do not think the tax deferral provision 
of the Boggs bill will have any practical effect on the investments in 
Western Europe, the United Kingdom, Japan, and places like that. 
It will only have an impact on investment in the undeveloped coun- 
tries. 

The reason for that is this: If you invest in the United Kingdom 
or Western Europe or Japan, you pay to those nations practically our 
52 percent. There is then no reason why you should not bring your 
money home as you are not going to be confronted with your American 
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tax. I know practically, and unless we do not know how to count in 
the Aluminum Co. of America, we have faced that decision twice. 
Once it was with respect to our investment in the United Kingdom 
which has been announced within a month, and the other is our invest- 
ment in Japan, and in both cases we made that investment with the 
parent company rather than one of these foreign-based subsidiaries, 
that could defer the tax, and the reason was that after we paid 48 per- 
cent in the United Kingdom, and 51 percent in Japan, and got those 
credits against our 52-percent tax here, there was no reason to seek 
a chance to defer the tax. 

We paid it and we might as well bring the money home. So that I 
think it really doesn’t make much difference whether H.R. 5 is amended 
on that point or not. : 

There has been a great deal of discussion today about the loss of 
revenue that this bill would entail. Iam in no position to say whether 
that loss would ensue or what it would be. I would hope, however, 
that if this thing works as the author hopes it will, and as Alcoa hopes 
it will, it would induce enough foreign investment that the tax of 38 
percent would achieve as much as the present tax at 52 percent. 

But even if it doesn’t, even if that doesn’t happen, it sems to me there 
is a better chance that ultimately it will result in a diminution in the 
grants-in-aid that our Government must make, and Secretary Dillon 
said as much this afternoon. 

But finally, if it doesn’t do any of those things, and if it costs us 
$500 million a year, and if it does not reduce the grants-in-aid a bit, if it 
strengthens the nations that we must strengthen economically, if we 
are to survive in our competition with Russia, I think it is money well 
spent and it is a pittance compared to what we are already spending to 
achieve that very same goal. 

Mr. Boces (presiding). Thank you very much. Are there any 
questions ? 

Mr. Curtis. I have a question. I am sorry I did not get to hear 
your whole testimony, Mr. Hickman, but I notice that you state that 
Alcoa is doing business in Latin America. Is it operating under 
Western Hemisphere, or under a tax haven subsidiary, or how is it 
operating ? 

Mr. Hickman. It is operating under both, Mr. Curtis. In its export 
trade it is operating largely under the tax haven concept, but in its 
major investment in Surinam, as I think I explained before you came 
in, of $120 million—that is in northern South America, Dutch Guiana 
when I went to school. That country would certainly qualify as one 
of the less developed nations of the world. 

We have within the year decided primarily on the basis of the fact 
that we had the Western Hemisphere treatment available to us to in- 
corporate a Western Hemisphere company, the Surinam Aluminum 
Co., and to build in that nation a hydroelectric plant and on aluminum 
smelter, at a cost of $120 million. 

If I had the time, I am sure I could convince you that that will trans- 
form the way of life of that country. 

Mr. Curtis. I believe that, and that is why I asked the question. 
That would be a specific example of where in this instance, in both the 
Western Hemisphere, and the tax haven, it could operate. 
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So what you are saying is that this does work in the Latin American 
countries, and that therefore you think it would work if we extended 
it elsewhere. 

Mr. Hickman. I give it as my testimony that since the war we are 
agen confining our foreign activities to Latin America, and it 

as been largely due to the Western Hemisphere Trade Corp. 

Mr. Curtis. I have one other question. 

As between the tax reduction and the tax deferment, the Western 
Hemisphere is tax deduction, and the use of subsidiaries and the tax 
haven is tax deferral—do you find that there is a tendency on tax 
reduction to expatriate your profits ? 

Mr. Hickman. No,sir. Weare not doing that. 

Mr. Curtis. Did you think that as between the two devices, do you 
think that there is any choice? 

Mr. Hickman. I think one meets one situation, and another meets 
another. I think that they are both very handy tools. I think that 
there are situations where the 14 percent is of little or no interest, de- 
pening on the domestic tax rate, and it depends on what the company’s 
policy is. 

It may well be that the company isn’t well enough fixed financially 
that it can reinvest its earnings, and it may have to be just a one-shot 
proposition. With us, we are very much interested in this concept 
of reinvestment. 

Mr. Curtis. On that particular question, as between tax deferral 
and tax reduction, you have no real conflict. 

Mr. Hickman. I could speculate on which would be best, but even 
within our company, in one situation in one country the deferral would 
induce us to go in, and in the other case it might be the other. 

Mr. Curtis. I have one other question. Of course, I think you do 
have mines, do you not ? 

Mr. Hickman. Yes, we do. 

Mr. Curtis. Now, in those instances, do you operate under the deple- 
tion allowances, as a regular U.S. corporation does? 

Mr. Hickman. We have mines in Surinam, and we operate under 
a U.S. Western Hemisphere corporation, and we do get the depletion ; 


es. 

Mr. Curtis. So that you use all three of these tax devices depending 
on your operations. 

Mr. Hickman. Yes, sir. 

Mr. Curtis. Thank you. 

Mr. Boces. Thank you very much, Mr. Hickman. 

The next witness is Mr. Robert J. Kelliher, chairman of the Tax 
Committee of the National Foreign Trade Council. 


STATEMENT OF ROBERT J. KELLIHER, CHAIRMAN, TAX COM- 
MITTEE, NATIONAL FOREIGN TRADE COUNCIL 


Mr. Ketuimer. Mr. Chairman and members of the committee, my 
name is Robert J. Kelliher. I am chairman of the National Foreign 
Trade Council’s Committee on Taxation. 

The council, organized in 1914 to promote and protect American 
foreign trade and investment, comprises in its membership manufac- 
turers, merchants, exporters and importers, rail, sea, and air transpor- 
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tation interests, bankers, insurance underwriters, and others interested 
in the promotion and expansion of the Nation’s foreign commerce. 

For a number of years the National Foreign Trade Council has 
urged and still believes that the proper standard for the taxation of 
business income from foreign sources is that of “territoriality,” that is, 
the taxation of income only in the country where it is earned. 

The NFTC also has urged that pending the adoption of this prin- 
ciple, the United States should— , 

(a) Tax business income from foreign sources at a rate 14 
points lower than the rate ordinarily applicable to income from 
domestic sources; 

‘ (6) Defer U.S. tax until the income is distributed in the United 
tates ; 

(c) Allow an election between the per country and the overall 
limitations on foreign tax credit; 

(d) Conclude: tax conventions with additional foreign coun- 
tries; and 

(e) In general, apply a liberal policy with respect to all aspects 
on taxation which influence U.S. enterprises operating in the for- 
eign field, and refrain from reducing incentives for U.S. business 
to invest and operate abroad. 

Provisions concerning a 14-point reduction, deferral of U.S. taxa- 
tion, and election between the per country and overall limitation have 
been included in the “Foreign Investment Incentive Tax Act of 1959,” 
H.R. 5, 86th Congress, introduced in the House of Representatives 
on January 7, 1959, by Congressman Hale Boggs. 

The National Foreign Trade Council endorses the principles and 
objectives of H.R. 5, and urges its enactment into law. This bill pro- 
poses changes in U.S. tax law which, if enacted, would assist American 
firms engaged in foreign trade and business. 

Enactment of this measure might cause short-term reductions in 
revenue. Any such reductions should be evaluated on the basis of 
supporting data available to inspection and analysis by the Congress 
and the interested public. 

The council recommends, however, that these reductions should be 
balanced against the anticipated incentive effect in stimulating pri- 
vate investment abroad. It believes that the stimulation in private 
investment abroad will enlarge the aggregate of oversea earnin 
which form the long-term tax base, and limit demands upon public 
funds for foreign economic assistance. 


TAX MEASURES—APPROPRIATE ENCOURAGEMENT TO U.S. FOREIGN TRADE 
AND BUSINESS 


Foreign trade and business is a substantial’and increasingly impor- 
tant part of the U.S. economic structure. The position of the United 
States in the world economy makes it an inescapable economic and 
political fact that U.S. foreign trade and business must be maintained 
and expanded. 

Taxation is recognized as an important factor affecting direct in- 
vestments abroad and it can be the determining factor in many cases 
in deciding whether or not an investment will be made. On the 
municipal and State level in the United States it has been repeatedly 
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found that a favorable tax climate will attract new business and that, 
on the other hand, excessive taxation can drive business away. 

On the international level, many foreign countries, recognizing 
the tax factor, encourage.industrial investment through the medium 
of tax-rate reductions and other tax incentives. The 1959 U.S. De- 
partment of Commerce Reportorial Review—Responses to Business 
Questionnaire Regarding Private Investment Abroad, states that: 

Sixty-seven percent of the total * * * replies * * * cite tax incentives as an 
inducement to greater participation by private individuals and corporations in 
foreign economic activities. 

Practically every one of the dozen or so official studies of foreign 
trade that have been made since World War II have recognized the 
importance of the tax factor in foreign investment, and many have 
recommended important changes in the U.S. tax structure. 

There is no historical or legal reason why all corporate income 
from foreign sources must be taxed at least at the U.S. rate. Income 
from foreign trade and business is initially subject to tax abroad and 
American companies engaged in foreign trade and business must 
compete with nationals of the countries in which they are operating 
and with nationals of third countries, both of whose tax rates may 
be lower than that in the United States, 

Officials of foreign countries in which U.S. companies have invest- 
ments have complained about the U.S. practice of superimposing its 
tax on income earned in the foreign country. Encouragement and 
assistance to American foreign trade and business should be a major 
consideration in any tax regime affecting foreign trade and investment. 

The proposals in H.R. 5, if adopted, would improve the present 
tax structure and should stimulate foreign investment. Another rea- 
son for the adoption of H.R. 5 is that it would tend to place our 
enterprises in a position to better compete with the enterprises of 
other countries who have encouraged and aided their foreign trade 
and investment through tax incentives. 

In this connection, we invite your attention to a memorandum on 
this subject entitled, “Tax Incentives for Foreign Investments 
Granted by Other Countries,” by Mitchell B. Carroll, special counsel, 
NFTC Tax Committee, which was included in the report of the 
hearings before the Subcommittee on Foreign Trade Policy of the 
Committee on Ways and Means held December 1 to 5, 1958, inclusive, 
on private foreign investment, page 351 at page 355. 

ng-term effect of tax incentives: The ational Foreign Trade 
Council emphasizes that any changes in the taxation of income from 
foreign sources should be considered from a long-term point of view. 
It believes that the removal of obstacles to foreign trade and business 
will enlarge the aggregate of foreign earnings ultimately subject 
to U.S. taxation. 
CONCLUSION 


‘ ao Foreign Trade Council’s position may be summarized as 
ollows: 

(1) The basic position of the National Foreign Trade Council 
is that business income from sources outside the United States should 
be exempted from U.S. corporate income tax. 

(2) H.R. 5 as introduced is a step in this direction and should be 
enacted into law. 
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_(3) Legislation based upon the pending bill, to the extent it pro- 
vides effective incentive features, will receive the support of the 
National Foreign Trade Council. 

We urge the passage of legislation at this time in the belief that 
experience after its enactment will demonstrate that the effective- 
ness of the incentives offered will outweigh any temporary loss of 
revenue. 

If I may take a moment, I would like to discuss some of the ques- 
tions raised concerning the efficacy of the Western Hemisphere 14- 
point provisions. In this connection I would like to refer the com- 
mittee to testimony on page 1194 of the hearings on general revenue 
revision before the Ways and Means Committee on Janyary 20, 1958, 
in which—testifying for the NFTC—I pointed out that the Western 
Hemisphere Trade Corporations were studied and covered in a re- 
port made by the U.S. Department of Commerce on the Latin Amer- 
ican economy. The-data in the study was based on reports covering 
nearly 1,000 subsidiaries and branches in Latin America, account- 
ing for some 90 percent of the operations of all U.S. companies in 
Latin America. 

This survey of the Department of Commerce shows that in the 
10 years from 1946 to 1956, nearly $4 billion were added to the book 
value of the U.S. direct investments in Latin America, raising the 
total from $3 billion in 1946 to $7 billion by the end of 1956. 

These U.S. companies in 1955 produced nearly $5 billion worth 
of goods and services, of which $2.8 billion were for use in Latin 
America, and $2 billion represented dollar exports from Latin 
America. 

Production by U.S. companies provides 30 percent of all Latin 
American exports, in addition to providing a large volume of es- 
sential manufactures, raw materials, and services for use in Latin 
America. 

There is considerable additional data included in the Department 
of Commerce report which I included in my testimony in the gen- 
eral revenue revision hearings. I would not want to take the time 
of the committee to repeat all of the material now, because of the 
time limitations. 

I would like to thank the committee for this opportunity of appear- 
ing on behalf of the National Foreign Trade Council. 

e CHAIRMAN. We appreciate your coming to the committee and 
giving us the benefit of the thinking of the National Foreign Trade 
Council. Thank you very much. 

Mr. Srweson. Mr. Kelliher, if an American corporation makes a 
profit on its business in the United States, do you approve of it paying 
a corporation income tax ? 

Mr. Ketiruer. Oh, yes, sir; of course. 

Mr. Stmpson. If that same corporation makes a profit on business 
done overseas, do you object to it paying an income tax on that? 

Mr. Ketuiuer. I believe that that depends on the overall policy 
objectives of the United States, in desiring to encourage foreign trade 
abroad. In supporting H.R. 5 the National Foreign Trade Council 
has agreed that there should be a tax, but we believe that the decrease 
in the tax will provide an incentive which will redound to the benefit 
of the economy of the entire United States. 
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Mr. Srupson. I will have to take it a little slower. 

Is it the policy of the National Foreign Trade Council that an 
American corporation receiving business income from sources outside 
of the United States shall not pay U.S. corporate income tax? 

Mr. Keiurer. You mean as a general long-term objective? Yes. 

Mr. Stmpson. That is your conclusion on page 4, item 1. 

Mr. Keuiiner. That is right; that is correct. This doctrine is fol- 
lowed by_a great many countries throughout the world and the 
National Foreign Trade Council for a long time has held to that basic 
principle of territoriality. 

Mr. Stmpson. Then H.R. 5 does not go nearly as far as you would 
like to go. 

Mr. KeturHer. That is quite so. 

Mr. Simpson. Do you have that same feeling with respect to busi- 
ness done in the United States by an American corporation? Do you 
want to tax corporate earnings ? 

Mr. Ketiruer. Well, I don’t quite understand that. 

Mr. Stimpson. Well, you don’t want to tax the U.S. corporation 
on income from outside the country. I asked you should they be 
taxed on earnings made within the country. 

Mr. Yes, sir. 

Mr. Stmpson. Now, with respect to the earnings from outside of the 
country, where you don’t want them taxed, do you limit that to 
any place in the world ? 

r. Ketirner. That is quite so. 

Mr. Stmpson. Not alone the undeveloped areas? 

Mr. Keturner. That is right. 

Mr. Stmpson. So that if an American corporation made a profit in 
Canada, you would not want them taxed on the profit that came from 
Canada or Mexico? 

Mr. Ketirer. That is a basic position, that it should bear the local 
tax rate of the earned income abroad. 

Mr. Srmpson. If the foreign country does not tax them you don’t 
want the United States to tax them ? 

Mr. Keturer. That is quite so. 

Mr. Srurson. Would you favor the administration proposal pre- 
sented here today, with respect to the confining of certain parts of 
H.R. 5 to undeveloped areas? Do you favor that or oppose it? 

Mr. Keturer. Well, as technicians when we were considering that 
proposal, we felt that the matter was self-correcting, that the high tax 
rates in England and France and in these fully developed countries 
wouldn’t give rise to any particular problem in that respect. 

Mr. Simpson. Well, you have heard the proposals that are described 
as the administration’s alternative to H.R. 5. That is to say that the 
provisions of the bill, generally, would be applied to American busi- 
nesses doing business in undeveloped areas. Do you favor that? 

Mr. Ke.itner. We wouldn’t favor it, but we wouldn’t object to it. 
We feel that that outcome is going to be exactly the same. 

Mr. Simpson. What is that ? 

_ Mr. Ketiter. The outcome so far as the U.S. taxes are concerned 
is going to be exactly the same. In other words the Canadian com- 
panies and the European countries have rates approaching our own; 
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so that there isn’t any deferment of substantial tax likely to take place. 
You could bring the money back and pay very little U.S. tax or none 
at all. If the Treasury feels that there is a reason for confining “de- 
ferment” to underdeveloped areas—and maybe there is, although I 
have not heard it fully explained—I feel that we would have no objec- 
tion. 

Mr. Stason. Thank you very much. 

The Cuatrman. Are there any further questions? 

Mr. Curtis. I appreciate your calling the committee’s attention to 
the data in the January 1958 hearings. I believe that you stated that 
oe apweotmnant increased from $3 to $7 billion. Was that the correct 

re 

uM r. Ketirer. In the 10 years, the increase from 1946 to 1956, with 
$4 billion added, was from $3 to $7 billion; that is right. 

Mr. Curtis. Do you know how much of that was through Western | 
Hemisphere type operations? That is the 14-percent reduction. 
How much was through the subsidiary formula, and how much 
through the depletion allowance? 

Those seem to be the three primary methods of operation. I think 
if we could break that down, that would give us'some information. 
Sent As I understand, a great deal of the increased investment in South 
: America has been through the regular corporation utilization of the 
depletion allowance. You were reporting this to mean that the 14- 
percent reduction is good. I think it is, and I just wanted to cor- 
rect it. 

Mr. Kewurner. I think it is difficult to prove positively what part 
of it is. As I stated in the testimony in the general revenue revision 
hearings, there are a great many factors involved, and it is difficult to 
determine that. 

Mr. Curtis. That is what we have to determine. There are a great 
many factors involved in why American investment goes abroad, and 
it doesn’t go abroad. Taxes are only one aspect of it. What I am 
trying to determine for my own satisfaction at any rate, is whether 
- they would be of sufficient importance as a factor to bring about these 
2 results. If they would not, we are just kidding ourselves by usin 

that as a method and not tackling the real problem. That is what 
wanted to examine. 

. The other question was, you said that 90 percent, I believe, of the 
operations in Latin America are through the Western Hemisphere 
Act, but I presume that you are talking about other than dollars. 

Do you happen to know whether that was in terms of the number 
of companies or the dollar volume ? 

a Mr. Kewiier. I would have to look that up. I am inclined to think 
a it would be dollar volume. 

Mr. Curtis. The reason I suggested probably it wasn’t, although 
I don’t know, is that knowing the extractive industries have such a 
large stake in that, I thought perhaps it was a numerical figure. 

Mr. Kewiurner. That might be developed. The extractive indus- 
tries are largely Western Hemisphere corporations. 

Mr. Curtis. They sometimes use that instead of depletion allow- 
2 ance? That is a factor I wanted to know. The other thing, and it is 
difficult, you are limited in how much guidance you can get from what 
we have learned, but it would be important to try to evaluate how 
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much investment we were getting in South America before 1942, in 
relation to now. 

And also, it would be interesting to relate this figure of $3 billion 
to $7 billion, and relating that to the increase in investments in Western 
Europe during the same period of time. That would give us a pretty 

ood guide, too, as to whether there are other factors, other than tax 
Fenefits, that are more determinative of where investments go. I think 
those figures would indicate it is other factors rather than the tax 
incentive. 

Mr. Kewiruer. Well, of course you have just merely these figures, 
and the fact that the Western Hemisphere Act was passed in 1942 
and you did have that upsurge. 

Mr. Curtis. And you compare it with areas of investment in other 

arts of the world, you might have a different problem. I think it 
1as been stated that almost all American investment abroad is in areas 
where they could either utilize the tax haven, or the 14 percent reduc- 
tion, or the extractive industry where they get depletion. 

If that were a fact, that would be rather compelling, but I don’t 
know that that is so. 

Mr. KewurHer, I cannot answer that, I am sorry. 

The Cuatrman. Are there any further questions ? 

If not, we thank you again, Mr. Kelliher, for coming to the com- 
mittee. 

Our next witness is Mr. Charles W. Stewart. 

Mr. Stewart, please identify yourself for the record by giving us 

our name and your address and the capacity in which you appear. 

e recall you from several other appearances before the committee. 

Mr. Curtis. I may have been under a misapprehension and I would 
like to have the record corrected if it is so, but I wondered whether 
you could get depletion allowance and be a Western Hemisphere cor- 
poration, too. 

The Cuairman. You can get them both. 

Mr. Curtis. But you cannot get the depletion if you are a foreign 
subsidiary ; is that true? 

The Cuarmrman. The depletion allowance would only apply where 
the earnings are subject to our income tax. 


STATEMENT OF CHARLES W. STEWART, PRESIDENT OF MACHINERY 
AND ALLIED PRODUCTS INSTITUTE, AND CHAIRMAN OF THE 
COUNCIL FOR TECHNOLOGICAL ADVANCEMENT; ACCOMPANIED 
BY WILLIAM HEALY, OF MAPI 


Mr. Stewart. My name is Charles W. Stewart, and I am president 
of the Machinery and Allied Products Institute, which is a national 
organization representing capital goods and allied product manu- 
facturers. 

If it please the committee, I will ask Mr. William Healy, my asso- 
ciate, to join me. 

I would also like to request that the full statement presented to 
the committee be accepted for the record, and I will try to summarize 
it. 

The Cuarrman. Without objection, that will be done. 
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(Mr. Stewart’s complete statement follows :) 


THe ForEIGN INVESTMENT INCENTIVE TAx BILL—STATEMENT OF THE MACHINERY 
AND ALLIED Propuctrs INSTITUTE AND COUNCIL FOR TECHNOLOGICAL ADVANCE- 
MENT, PRESENTED BY CHARLES W. STEWART, PRESIDENT 


Mr. Chairman, we appreciate this opportunity to present the views of the 
Machinery and Allied Products Institute on the proposed Foreign Investment 
Incentive Tax Act (H.R. 5), as introduced by Congressman Boggs. 

As you know, the Machinery and Allied Products Institute and its affiliate, 
the Council for Technological Advancement, represent the capital goods and allied 
product manufacturing industries of the United States. Many of the companies 
in these industries have long been—and are now, increasingly—involved in for- 
eign business operations. Moreover, because of the wealth-producing potential 
of their products and its effect on the standard of living, the capital goods in- 
dustries occupy a special position with respect to political and economic objectives 
sought to be realized by the legislation here proposed. 

At the outset we should like to commend this committee and other committees 
of the Congress which are currently giving important attention to the area 
of international trade policy in the broad sense. The subject is both crucial 
and complex. Unfortunately, it is difficult, perhaps even dangerous, to consider 
one aspect of it without giving attention to other ramifications of international 
trade policy. Such overall integrated study and action is difficult to obtain 
because of the fragmented approach to the problem which follows from organ- 
ization of the executive agencies of the Government and the natural tendency 
in Congress to deal with single parts of it at a time—tax, credit facilities, inter- 
national price, and productivity comparisons, etc. 

Overall examination of this strategically important field of international 
trade and the position of U.S. industry in world markets not only from the 
standpoint of political and diplomatic considerations but also, as we shall stress 
here, from the standpoint of commercial realities is highly desirable and would 
be in the public interest. The hearings by this committee’s Subcommittee on 
Foreign Trade Policy and the Boeschenstein and Straus reports are important 
steps in this direction. Needless to say, implementation, as well as study, should 
be on an overall basis so far as possible. 

Turning now particularly to the tax questions before this committee, the very 
extensive experience of capital goods manufacturers in foreign trade has given 
rise to a deep concern on the part of the institute with the lack of consistency and 
logic in the provisions of the Revenue Code relating to the taxation of business 
income from foreign sources. This lack of consistency is nowhere better illus- 
trated than by the differing tax treatment given various kinds of foreign income 
according to the form in which they are received by the American taxpayer. 
We are therefore especially grateful for the opportunity of testifying on legis- 
lation which gives promise not only of accomplishing certain important national 
objectives but promises at the same time to take a long step toward the introduc- 
tion of order and logic into foreign income taxation. 

We think it obvious that the foreign investment incentive tax bill cannot be 
considered without relating it to the framework of the political, economic, and 
fiscal factors necessarily involved in the proposal of such legislation. Accord- 
ingly, we propose to advert briefly to certain of the broader questions here in- 
volved before taking up any direct review of the bill itself. 


GENERAL BACKGROUND 


The stated purpose of the bill is “to encourage private investment abroad and 
thereby promote American industry and reduce Government expenditures for 
foreign economic assistance.” Given this general objective let us consider for a 
moment what its enactment would mean in terms of national foreign policy, 
the American position in world trade, and its effect on the public revenue. 

Foreign policy implications.—There is growing evidence that the Soviet Union 
has launched a massive and continually expanding economic offensive in the cold 
war, having as its primary purpose the political domination through economic de- 
pendence and subjugation of so-called neutral and uncommitted nations. The 
United States has for some years sought to contain this threat by massive grants- 
in-aid to so-called less developed countries with a view to assisting such nations 
in the realization of their aspirations for economic improvement. Both the ad- 
ministration and the Congress have recognized the desirability for political and 
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economic reasons of transferring some share of the responsibility for achievement 
of these ends to private industry. It is, as we have already seen, an express 
purpose of the foreign investment incentive tax bill. 

It becomes proper to inquire, then, first, if this is a desirable objective, and, 
second, if the bill now under consideration will, in fact, tend toward the realiza- 
tion of that goal. We think it a wholly desirable objective, and we believe 
that, in the long run, enactment of the bill’s main provision will be of material 
assistance in reducing the foreign aid burden. 

Economic considerations.—Foremost among the economic problems which bear 
on the committee’s consideration of this bill is the present position of U.S. manu- 
facturers and exporters in world markets, a position which is steadily worsening. 
Already other governments by one means or another are directly or: indirectly 
encouraging foreign trade activity by their own citizens. For example, the 
United Kingdom recently adopted the Overseas Trade Corporation Act—not 
greatly dissimilar from H.R. 5—and Canada has for some years employed a simi- 
lar statutory incentive to foreign trade activity. In addition, we understand 
that a number of foreign governments have sought to encourage export sales 
and foreign investment by government guarantees of foreign investment, by 
export credit insurance, by underwriting lenient and long-term credits on ex- 
port sales, by direct subsidy in the form of certain tax reductions, etc. 

Again it becomes proper to inquire whether the bill’s stated purpose of en- 
couraging private investment abroad and thus promoting American industry 
is a proper objective and if the proposed legislation as now drafted will in fact 
work toward that end. This question we also answer in the affirmative but 
with the strong recommendation that proceeds of all export sales be included 
within that foreign source income to which the tax deferral incentive be ex- 
tended for reasons which we shall develop in detail later. 

The fiscal problem.—Certainly, it would be irresponsible for the Congress to 
enact legislation which would in the long run seriously impair the public rev- 
enue, particularly at a time of rising and unbalanced Federal budgets. Inas- 
much as the Secretary of the Treasury in his letter to the committee commenting 
on H.R. 5 has dealt at length with the fiscal problem, we shall not repeat it here 
except to acknowledge its seriousness and to suggest preliminarily that the 
Treasury Department has in our view overstressed temporary revenue losses 
without giving due weight to two important countervailing factors—the distinct 
possibility of increased revenues in the future from enlarging foreign business 
activity and the alternative possibility of falling revenues as a result of lessened 
business activity abroad in the absence of incentives intended, at the least, to 
place American business on a par with foreign competitors. 

Let us examine the fiscal question in a more specific way. The Secretary of 
the Treasury estimates the revenue loss from the deferral approach embodied in 
the proposed legislation to be annually in the range of $300 million to $500 mil- 
lion. Relatively speaking, as compared with the $3 billion to $4 billion con- 
templated for appropriation under mutual security and as compared with many 
domestic programs with varying objectives, the fiscal impact is not major in 
character. Moreover, the Treasury’s estimates are cast in such language as to 
create a misconception that what is in fact a deferral would become annually 
a loss. Finally, referring to our discussion of basic policy, what needs to be 
done here is to evaluate the importance of the objectives of the proposed legis- 
lation, determine how vital this bill is to our national and international posi- 
tion—economic, political, and commercial—and then in that light review the 
fiscal impact. We are constrained to observe that the price that would be paid 
for this program would be well worth the investment. 

Against this foreshortened backdrop of political, economic, and fiscal con- 
siderations we should like further summarily to review the main provisions of 
the bill, the Treasury position as set out in Secretary Anderson’s letter of May 6, 
1959, to the chairman of this committee, and the institute’s approach to the 
problem. 


The foreign investment incentive tax bill (H.R. 5) 


Just what would H.R. 5 accomplish? First, it would authorize—subject to 
certain limitations—creation of a foreign business corporation through which an 
American firm might conduct its foreign operations, deferring payment of U.S. 
income taxes on a major portion of the income from such operations until such 
income is distributed to shareholders. By amendment of the Internal Revenue 
Code, H.R. 5 would permit U.S. corporations to make certain tax-free transfers 
among foreign subsidiaries without advance approval. It would extend the gen- 
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eral 14-point corporate tax rate reduction now available to Western Hemisphere 
trade corporations to similar business activities carried on anywhere outside 
the United States. 

In addition, H.R. 5 would permit a U.S. taxpayer to select the overall rather 
than the per-country limitation in computing the amount of foreign taxes which 
may be credited against his U.S. tax liability; it would authorize an American 
corporation to take credit on its U.S. tax bill for taxes “spared” by a foreign 
government in an attempt to attract private investment from other countries; 
and, it would provide for nonrecognition for corporate tax purposes of gain 
realized on the involuntary conversion of property owned by a foreign sub- 
sidiary. 

But what of the effect on the public revenue? What has the Treasury to 
say of the proposal? 

The Treasury’s position.—Although partially anesthetized by a limited adop- 
tion of the principle of tax deferral, the Treasury’s crude surgery emasculates 
the bill. Without commenting further on the Treasury position—which rests 
solely and finally on potential revenue loss—what specifically would the Treas- 
ury’s suggests do to the foreign investment incentive tax bill? 

Secretary Anderson’s letter of May 6 approves in principle creation of a for- 
eign business corporation and deferral of tax on its income but with the pro- 
viso that such authority be granted only to such corporations “which obtain 
substantially all of their income from investments in the less developed areas 
of the world,” and with the further suggestion that income from exports to 
such areas might qualify for tax deferral if such income is reinvested in lesser 
developed countries. It is to be noted that no standard.for the determination 
of what constitutes a “less developed area” appears in Secretary Anderson’s 
letter of comment. 

Barring an amendment which would restrict tax-free transfers of business 
property to situations in which the transfer is from a foreign corporation to a 
foreign business corporation or from a foreign business corporation to one or 
more of its foreign subsidiaries, the Treasury opposes section 3 of the bill. More- 
over, the Treasury voices unqualified opposition to extension worldwide of the 14- 
point rate reduction presently authorized for income of Western Hemisphere 
trade corporations. In the absence of restrictive amendments the Treasury 
opposes authorization of a choice for taxpayers between the present per-county 
limitation on foreign tax credit and an overall limitation. Subject to “imple- 
mentation on a selective basis” the Treasury favors the principle of “tax spar- 
ing.” And, “subject to further study” it would approve amendment of the Inter- 
nal Revenue Code to authorize nonrecognition of gains for tax purposes on in- 
voluntary conversions of property belonging to foreign business corporatins. 

Having thus reviewed the main provisions of H.R. 5 and the Treasury’s com- 
ments thereon we should like, finally, in order to place our testimony in proper 
perspective to review the institute’s general approach to the proposed legislation 
before the committee. 


The institute’s approach 

Member companies of the Machinery and Allied Products Institute have had 
long, varied, and extensive experience in foreign business operations. And as we 
have already noted the capital goods and allied industrial equipment which they 
produce, are the indispensable building blocks in the industrialization of less 
developed areas. 

Over a period of many years—and with increasing frequency in recent years— 
we have seen American manufacturers resort to the device of conducting all 
foreign operations through a subsidiary located in a “tax haven” abroad, a for- 
eign base corporation, with U.S. tax on the subsidiary’s income deferred until 
such income is remitted to the parent corporation... Hence, the deferral of tax on 
certain income from foreign sources is presently being accomplished, although 
its achievement often results in costly and inefficient administration and the 
availability of the device—by reason of present tax consequences of the transfer 
of existing assets—is limited in part to those companies currently establishing 
new foreign investments. Indeed, many companies which have pioneered in 
private investment abroad find themselves locked in—reluctant or unable to 
avail themselves of the more favorable organizational structure of competitors. 

We have noted other problems. Income from foreign branches, revenues from 
foreign licensing of patents and trademarks, the proceeds of management and 
technical assistance contracts, income from the sale of products manufactured 
by contract abroad, and income from export sales are not accorded the same 
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tax treatment available to income of foreign subsidiaries. Again, to avail itself 
of tax deferral on a foreign base corporation’s income, the parent U.S. corpora- 
tion must base much of the operational control on the subsidiary in a foreign 
country ; the result is to bar the use of such a device to many smaller American 
corporations possessed of limited financial and managerial resources. 

The foreign base corporation has, however, had one significant advantage that 
is wholly unrelated to tax advantage. Its use permits the centralized adminis- 
tration of all of a corporation’s foreign operations. 

Having in mind the realities of the present situation—as so briefly outlined 
above—the institute has long sought tax reform which would permit an equality 
of tax treatment as among all forms of foreign source income, and which would 
make possible the retention of the practical operating advantages of foreign base 
corporations without the inconvenience and inefficiency attaching to their present 
use. 

On two occasions the institute has advanced specific recommendations for tax 
reform in this area—in its testimony before the committee’s hearing on January 
10, 1958, in connection with a study of general tax reform and before the hearings 
conducted by the Subcommittee on Foreign Trade Policy on December 3, 1958. 

Having in mind these past expressions of institute views on the subject, we 
have summarized below our recommendations with reference to H.R. 5 and the 
taxation of foreign source income generally. In the conviction that our contribu- 
tion to the committee’s study would be most useful in those areas to which the 
institute has devoted major and long-continued study we offer no comment on 
section 4 of the bill, which would extend the tax rate reduction available to 
Western Hemisphere trade corporations to similar business activities anywhere 
outside the United States, we have made only limited suggestions on tax sparing, 
and we have not commented definitively on section 7 of the bill which provides 
for the nonrecognition for tax purposes of gain realized by the involuntary con- 
version of property owned by a foreign subsidiary. 


SUMMARY OF INSTITUTE RECOMMENDATIONS 


Our tax laws should be amended to— 

1. Authorize creation of a special class of domestic corporation through 
which U.S. business firms could conduct all of their foreign operations. 

2. Permit deferral of U.S. income tax on all foreign business income until 
it is distributed or made available for domestic use. 

3. Provide for a practical definition of foreign income to include dividends, 
branch earnings, interest, royalties, technical and management service fees, 
and earnings accruing from export sales. 

4. Make section 367 of the Internal Revenue Code specifically inapplicable 
to the transfer of assets by the parent company or a foreign subsidiary to 
the new foreign business corporation. 

5. Permit the use of a destination test in determining the source of export 
income under the Western Hemisphere trade corporation provisions of the 
1954 code. 

6. Grant an election to the taxpayer to use either the per-country or overall 
limitation in the computation of the foreign tax credit. 

Beyond these specific recommendations the institute suggests that further 
intensive study be undertaken by the Congress on means of improving certain 
of the more technical aspects of our tax structure as it applies to international 
operations and investment. Such studies should, in our judgment, include con- 
sideration of— 

1, Expanding the definition of foreign taxes which qualify for the foreign 
tax credit. 

2. Provision for a more nearly equitable treatment of capital losses on 
certain foreign investments. 

3. The special problems created by runaway inflation in certain areas of 
the world. 

4. Granting deferral of taxes on that portion of domestic income used to 
guarantee loans for new foreign investment, particularly in the lesser de- 
veloped areas of the world. 

5. The use of tax sparing or alternative means of giving greater effect to 
foreign tax inducements to private investment especially in lesser developed 
areas. 
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THE FOREIGN INVESTMENT INCENTIVE TAX BILL-——SPECIFIC COMMENTS 


Our discussion of those sections of H.R. 5 on which the institute offers com- 
ments appears below. 


The foreign business corporation (sec. 2 of H.R. 5) 


We endorse section 2 of the bill insofar as it authorizes creation of a foreign 
business corporation and the deferral of U.S. taxes on income of such a corpora- 
tion. However, we have a number of reservations concerning those provisions 
which define income qualifying for tax deferral and we question the soundness 
of the Treasury’s recommendations with reference to the gross foreign source 
income limitation. In addition—and more importantly—we doubt the wisdom 
or the equity of the bill’s treatment of export income and we are most strongly 
opposed to the less developed area limitation recommended by the Treasury. 
After considering briefly the first two of these objections, we expect to deal at 
somewhat more length with the latter two. ‘ 

Under the provisions of H.R. 5, income derived from the active conduct of a 
trade or business would include royalties and other payments received in connec- 
tion with the use of patents ,trademarks, and copyrights, as well as compensation 
received for providing technical, managerial, engineering, construction, scientific, 
or like services. We suggest that this provision of the bill be amended to make 
clear that a foreign business corporation would be permitted under the act to 
include within income qualifying for tax deferral interest on loans to foreign 
concerns or subsidiaries. 

Our second observation relates to the Treasury suggestion that the section 2 
limitation on a foreign business corporation gross foreign source income be in- 
creased from 90 to 95 percent, thus equating this condition precedent as to per- 
centage of total income from foreign sources with that now obtaining under the 
Western Hemisphere Trade Act. Treasury acknowledges, however, that the 
lowering of the percentage as provided for by H.R. 5 is usually justified on grounds 
that such reduction is necessary to avoid disqualification upon receipt of major 
items of nonrecurring income. 

The position of the Treasury is based upon the present bill’s escape-clause pro- 
viso which calls for termination of foreign business corporation status only after 
failure to meet source-of-income requirements for 2 successive years. It is im- 
portant to point out, we think, that the 95 percent source-of-income requirement 
for Western Hemisphere trade corporations is detetrmined under present law 
over a 3-year rather than a 2-year period; hence, adoption of the Treasury’s 
recommendation would not in fact establish an equivalent source-of-income test 
and may constitute a serious obstacle to the ready use of a foreign business cor- 
poration. We recommend that the 90-percent rule be retained. 

The less developed area limitation.—As now drafted, H.R. 5 would permit de- 
ferral of U.S. taxes on most items of income received by a foreign business cor- 
poration until such income is distributed to the corporation’s shareholders. The 
Treasury’s support of the foreign business corporation tax deferral concept is 
limited to the less-developed regions of the free world, including Latin America, 
Asia, the Middle East, and Africa. Adoption of the Treasury’s recommendation 
would make of the Boggs bill a statutory dead letter. At one stroke the act 
would be made administratively unworkable; it would insure that relatively few 
companies would avail themselves of the incentives remaining; it would accom- 
plish none of the act’s great purposes ; and, curiously, it would—while preserving 
the incentive—remove the means by which increased private investment might 
be channeled to those very areas where even the Treasury concedes it would be 
a desirable thing. 

Acknowledging that estimates are exceedingly difficult to make the Treasury 
speaks of a current revenue loss ranging from $300 million to $500 million an- 
nually. We are by no means unsympathetic with the Treasury’s concern over 
the possible impairment of the public revenue. But we submit that the Treas- 
ury’s point of view is, in our judgment, shortsighted and completely oblivious to 
commercial reality. 

We are not in a position to comment on the accuracy of Treasury estimates 
of shortrun revenue losses, although we are reasonably certain that they are 
not underestimates.’ It should be reemphasized, however, that the bill pro- 
poses only tax deferral, not reduction. Moreover, the shortrun view, upon 


1 Incidentally, in the interest of a complete record we think it would be desirable to ask 
the Treasury to supply detail on these estimates: method of computation, sample, etc. 
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which the Treasury position rests finally, gives no consideration whatever to 
possible increases in future revenue by reason of increasing and increasingly 
profitable foreign business activity. Again, it ignores the steadily worsening 
position of American business in world markets—a position in part attributable 
to tax advantages comparable to those provided by the Boggs bill and now avail- 
able to foreign competitors. The point, briefly, is this—failure to adopt legisla- 
tion placing American foreign traders on a parity with competitors abroad may 
result in a not inconsiderable reduction of the corporate tax base itself. 

We are wholly sympathetic with the administration’s desire to increase U.S. 
private investment in less-developed areas. Given this objective, will the Treas- 
ury’s proposals for amendment serve this end? We think their adoption would 
be disastrous. 

The foreign business corporation-tax deferral device was never intended as 
incentive for U.S. business to operate in any particular area or areas of the 
world; rather, it is the recognition of a customary method by which companies 
conduct their foreign operations and through which they may accumulate 
earnings oh a tax-deferral basis for reinvestment abroad. 

The unitary concept is indispensable to the proposal. Companies of all sizes 
are finding it increasingly desirable—indeed necessary—to conduct all foreign 
operations within a single organizational structure. Whether this be a foreign 
base corporation situated in Switzerland or a subsidiary located in this country 
will depend in large part upon our tax laws. The central point is that all op 
erations—export, foreign licensing, and foreign manufacturing—must be con- 
sidered as parts of a worldwide marketing operation. To destroy the unitary 
concept, to restrict a foreign business corporation to doing business in the less- 
developed countries, is to negate the proposal now before the committee and to 
make it virtually useless except for those relatively few companies dealing in 
commodities and raw material existing primarily in such countries. 

To distinguish between “developed” and “less-developed” countries would 
mean creation of a foreign business corporation empowered to do business in 
Bolivia perhaps, but not in Argentina; in Colombia, but not in Venezuela; in 
India, but not in South Africa. Are Spain, Turkey, and Greece developed or 
less developed? Italy is an industrialized nation but what about southern 
Italy? It seems to us that adoption of the less-developed-area limitation would 
create an administrative hornet’s nest. 

From the standpoint of practical tax saving one must consider several factors. 
First of all, most of the industrialized countries now have tax rates comparable 
to those of the United States so that tax deferral and reinvestment of pretax 
earnings in such areas would be minimal. As for the lesser developed areas, 
the fact of low taxes is of little consequence inasmuch as profits earned there— 
at least in the early years of an investment—can be expected to be so small as 
to provide little, if anything, for further investment there or in other lesser 
developed areas. The fact is that funds for private investment abroad—in 
any area—must come inevitably from income in the form of license fees and 
export earnings. 

Finally, and irrespective of tax reform, private investment will flow only into 
those areas abroad which provide a favorable investment climate and a natural 
market for the product or business operation involved. The foreign business 
corporation-tax deferral device can do no more than provide an incentive to fa- 
cilitate and to quicken what must ultimately be a normal commercial pattern 
of development. 

In view of these commercial facts of life, it is altogether unrealistic to suppose 
that a U.S. corporation now operating a very practical—if artificially located— 
foreign base corporation would abandon it in favor of a statutory foreign busi- 
hess corporation subject to the less-developed-area restriction. 

We agree completely with the Straus report when it says: 

“We believe that there should be no geographical limitation on the foreign 
activities and sources of income of an FBC because the diplomatic problems and 
domestic pressures involved in choosing particular countries or areas would 
make a general system of legislative or administrative selection very difficult. 
Moreover, since the FBC involves tax deferral rather than tax reduction, it is 
appropriate for investment both in developed and underdeveloped countries.” ” 


*Ralph I. Straus, “Expanding Private Investment for Free World Economie Growth,” 
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Treatment of export income 

Although we support generally the objectives and the main provisions of H.R. 
5, we are convinced that it has one serious weakness. As we read the bill, only 
that portion of export income considered as income from sources without the 
United States under Treasury regulations would so qualify. Under present 
regulations of the Treasury the source of income depends, generally speaking, 
upon where title to the goods exported passed to the foreign buyer. Hence, ex- 
port income would not qualify for tax deferral unless the American exporter had 
been able to assure passage of title outside the United States. 

The Treasury is opposed to granting tax-deferral benefits to purely trading 
activities which do not involve substantial investments in lesser developed areas. 
Thus, after conceding that export income might be permitted deferral if reinvested 
abroad, the Treasury suggests the desirability of a study respecting whether or 
not a ceiling should be placed upon the amount of export income which might 
qualify for tax deferral if reinvested in a lesser developed country. 

Moreover, the Treasury raises the possibility of adopting the alternative of 
relating the amount of export income received by a company to its ability to 
qualify as a foreign business corporation. Reference is made to the Straus 
report which suggests that the foreign business corporation tax deferral provi- 
sion might be limited to companies which do not earn more than 50 percent of 
their gross income from export sales. 

We must respectfully disagree with the Treasury suggestion—and with the 
Straus report—that it would be wise to place a limitation on export income to 
which the tax deferral privilege should be granted. Our reasons, outlined in some 
detail below, are based upon the realities of conducting foreign operations. 

Export and licensing income versus investment income.—Income from foreign 
business operations takes a great variety of forms. Therefore, any tax proposal— 
or, indeed, administrative action—which seeks to distinguish one form from an- 
other on the basis of its original character or its effects on reinvestment abroad 
ean only introduce a new pattern of inequity and impose new deterrents to the 
objectives here sought to be attained. 

A rather considerable experience with foreign operations of capital goods and 
allied equipment manufacturers convinces us there is no clear and definable line 
of demarcation—at least in these industries—between foreign income attribut- 
able directly to foreign investment in branches or manufacturing subsidiaries 
and income accruing from agreements for the sale of engineering know-how or the 
sales of items exported from the United States or from a third country. The fact 
is that many manufacturing companies are undergoing a virtually continuous 
transition from purely export sales to foreign manufacturing operations. The 
rate and stage of transition will vary from company to company, product to prod- 
uct, and country to country. 

Even long-established foreign investors in highly industrialized areas capable 
of supporting manufacture of the broadest line of industrial equipment fre 
quently supplement foreign production with components of U.S. origin plus 
the export for resale of certain types of equipment which cannot feasibly or 
economically be manufactured abroad. Indeed, if the United States continues 
to maintain its superiority in the technology of mass production and advanced 
design and development, it is reasonable to expect that certain products may 
always be more economically manufactured in this country. 

What constitutes manufacturing may range from complete production to as- 
sembly or field erection. Even in the case of manufacturing subsidiaries, more- 
over, the income of the American parent will frequently not be derived entirely 
in the form of dividends. Additional fees for technical and management serv- 
ices, research and development, and the licensing of patents and trademarks 
may all be involved, together with whatever income arises from export sales 
made by the oversea operation. 

This commingling, this admixture of income from a great variety of foreign 
sources is today a commonplace among capital goods manufacturers doing 
business abroad. We have described this pattern only to emphasize our con- 
viction that narrow and rigid application of source tests is unsound and does 
not carry out the announced objectives of the bill; if the income is from foreign 
trade transactions disposition of the income should be the real deferral test, not 
source. 

The role of exports in foreign business operations.—Past legislative propox 
als in this area have sought with great nicety to distinguish between foreign 
investment income qualifying for special tax treatment and other income from 
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foreign trade which did not qualify because of an insufficient foreign invest- 
ment. Such proposals have customarily excluded income from licensing and 
export operations, Presumably, these distinctions were based upon the premise 
that only certain forms of tangible investment in bricks and mortar and equip- 
ment should be encouraged and thus qualify for special tax treatment. Also 
these distinctions reflect some concern as to abuse of foreign business corpora- 
tions by international speculators. (Such problems can be dealt with by special 
regulatory provisions as distinguished from broad meéat-ax exclusions. ) 

Such distinctions ignore an important fact of modern foreign trading—in 
very many situations it is the technical know-how, the management techniques 
or American equipment which is more urgently needed than the dollar invest- 
ment in the economic development of the country. Moreover, these artificial 
distinections—both legislative and administrative—have created a situation that 
is altogether impractical and unworkable for American manufacturers. 

Let us keep our objectives clearly in mind. The Boggs bill’s recital of purpose 
proposes an amendment to the Internal Revenue Code “to encourage private in- 
vestment abroad and thereby promote American industry and reduce Govern- 
ment expenditures for foreign economic assistance.” 

The central purpose is the encouragement of private investment abroad. In- 
asmuch as the total of such private investment represents the sum of thousands 
of individual business judgments, it seems to us proper to examine this problem 
through the eyes of a typical capital goods manufacturing company and to con- 
sider the effect of export income on that company’s judgment. 

Suppose our hypothetical manufacturer is now in midflight in the transition 
from purely export operations to overseas manufacture in one form or another. 
Immediate taxation on the income from certain of his export sales may be 
avoided through the device of a foreign base corporation ; thus this income—with 
U.S. taxation deferred so long as it is not distributed to the American parent— 
is immediately and wholly available for reinvestment abroad. Income from 
other export sales—by reason of customer requirements or foreign legal prob- 
lems which demand passage of title within the United States—does not qualify 
as foreign source income. It is immediately subjected to the full rigor of the 
corporate income tax and the sum available for reinvestment abroad has been 
reduced by the applicable American tax. As we have already seen, export in- 
come is an integral and indispensable link in the chain of circumstances by 
which the company expects eventually to establish foreign manufacturing oper- 
ations. What greater incentive to increased private investment can be offered 
than the opportunity to defer taxes on all export income? 

We repeat that export operations, the licensing of patents and trademarks 
and the provision of technical, managerial and scientific services—at least in 
a manufacturing company—are so integrated into a company’s overall interna- 
tional operations that it is difficult to distinguish between the several phases; 
moreover, any legislative action—either to encourage or discourage—which 
affects one necessarily affects all. Undoubtedly, the greatest virtue of the for- 
eign business corporation approach is its creation of a vehicle through which a 
company may conduct all of its foreign operations as a world corporation—and, 
today, anything less does not square with the commercial facts of life. Any 
tax reform approach which fails to recognize this might, in our judgment, be 
worse than no action at all. 

Admitting the truth of our statements concerning the role of export income 
in a company’s foreign operations, a critic might still inquire properly if our 
suggestion for making all export income eligible for tax deferral would not be 
unfairly advantageous to the company whose foreign operations are purely ex- 
port and which has no plans and no intentions of investing directly in any for- 
eign country. An examination of H.R. 5 provides the answer to the question. 
The proposed legislation—wisely, we think—limits tax deferral, for all prac- 
tical purposes, to income of a foreign business corporation which is reinvested 
abroad. Assuming no actual or prospective needs for foreign investment, there 
is no reason to postpone taxes on export income except as the exporter may 
choose to accomulate foreign earnings through the FBC device on the chance of 
future corporate tax reductions. And Congress has long since covered this bet 
with legislation governing unreasonable accumulations of corporate earnings. 
In sum, the deferral of taxes—and the postponement of revenue—will vary in 
direct proportion to the amount of foreign source income employed in over- 
Seas investment and expansion of international operations. 
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The smaller business.—Any discussion of tax incentive to increased private in- 
vestment abroad cannot fail to consider the situation of the smaller corpora- 
tion. Frequently, such a company has no experience and no foothold in foreign 
trade except by direct export of its products. Moreover, it may lack either the 
financial or mangerial resources to avail itself of a foreign base corporation. 
To maintain its world market position—in the face of rising foreign com- 
petition—it must resort to licensing agreements with foreign manufacturers 
or to partial or complete production abroad. 

For the typical smaller manufacturers, much, if not all, of the funds neces- 
sary to maintenance of its world market position by investment abroad must 
come from export and licensing income. In a somewhat lesser degree this is 
true of all capital goods manufacturers—even those with substantial pre 
existing foreign investment. 

Thus, we suggest that a foreign business corporation tax deferral approach 
which includes export and licensing income would be of the greatest benefit to 
the smaller manufacturer in maintaining a reasonably competitive world market 
position. With all, or a major part, of such income excluded this really impor- 
tant advantage to the smaller firm would be largely destroyed. 

The qualification of export income for tax deferral.—As we have already seen, 
present Treasury regulations distinguish for tax purposes between varying types 
of export income—thus, income from export sales where title to goods passes 
outside the United States qualifies for special tax treatment under the Western 
Hemisphere trade corporation provisions of the code; where title passes within 
the United States the WHTC tax privilege is denied. The distinction is wholly 
artificial. 

Given freedom of choice a U.S. exporter may be expected normally to arrange 
his terms of sale in such a way as to insure passage of title abroad. However, a 
number of factors may intervene to prevent this. For example, manufacturers 
of heavy equipment frequently find that the customer desires to take title in the 
United States in order to facilitate the payment of insurance premiums, shipping 
costs, etc., in his own currency. There are numerous other commercial, finan- 
cial, and legal considerations which, on occasion, will necessitate the passage of 
title to equipment in the United States even though consummation of the sale 
has been preceded by a whole range of activities abroad—in developing the sale, 
in engineering evaluation, and customer service. Thus the result as determined 
by Treasury regulations is largely fortuitous and, in many cases, wholly beyond 
the control of the exporter involved. : 

Differing tax consequences on otherwise similar sales are not only artificial 
but inequitable and the inequity is especially disadvantageous to the smaller 
business. 

The present rule, in sum, is largely a legalistic determination depending wholly 
upon form and disregarding substance. The most workable test, of course, would 
appear to be the ultimate destination of the export—not the point at which title 


For these reasons we repeat two recommendations for legislative action would 
appear in our earlier summary of Institute recommendations: 

1. H.R. 5 should be amended clearly to include export income within the 
purview of the tax-deferral privilege by establishing a destination-of-shipment 
test to be used in determining whether or not export income is derived from 
foreign sources; and 

2. Congress should enact H.R. 7011, introduced by Mr. Curtis, to amend the 
Western Hemisphere trade corporation provisions of the code by introducing 
the destination-of-shipment test. 


The tax-free transfer of foreign business property (sec. 3 of H.R. 5) 


Before proceeding to any direct discussion of section 3 of H.R. 5 a brief 
review of the background to this proposal is in order. 

Tax law has long permitted nonrecognition of gains resulting from transfers or 
exchanges of property in connection with corporate reorganizations. However, 
section 367 of the code stipulates that a transfer or exchange of property involv- 
ing a foreign corporation shall not be afforded such favorable tax treatment 
unless the taxpayer has obtained, prior to the transfer, an advance ruling from 
the Internal Revenue Service indicating its satisfaction that the exchange is not, 
“in pursuance of a plan having as one of its principal purposes the avoidance of 
Federal taxes.” 
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With few exceptions, the Treasury has so interpreted section 367 that foreign 
earnings, which have never been subject to U.S. taxes, cannot be transferred 
either to the U.S. parent or to another foreign subsidiary for further investment 
abroad without payment of income or capital gains tax at the time of transfer. 
Moreover, this interpretation is followed even though the U.S. company is simply 
transferring ownership in one foreign subsidiary to another foreign subsidiary. 
As a result, foreign business organization has become frozen into an illogical 
and tax-dictated structure composed of subsidiaries, foreign base corporations 
and foreign branches organized at different times and in response to differing 
conditions. 

The present tax situation under section 367 is particularly burdensome for 
companies which pioneered in American private oversea investment and now 
have long-established foreign operations. Moreover, its existence contradicts 
the main premise underlying past administration recommendations for encour- 
agement of private foreign investment. 

The administration of section 367 is subject to still another serious criticism. 
Most of the Revenue Service rulings under this section remain unpublished ; as 
a result the taxpayer seeking guidance has little or no information upon which 
to proceed short of taking the time and expense of applying for an individual 
ruling. And the Revenue Service, we understand, is currently faced with a 
backlog of applications for section 367 rulings. 

Section 3 of the Boggs bill would attempt to remedy this situation by per- 
mitting tax-free transfers generally of capital stock or other assets among 
subsidiary corporations engaged in foreign business operations. This provision 
is, of course, a necessary part of the overall reform intended by H.R. 5—its 
language is designed to allow the reorganization of oversea activities so as to 
permit an American corporation to avail itself of the tax deferral possibilities 
and the organizational advantages of the foreign business corporation. Spe- 
cifically section 3 would permit transfer, without recognition of gain for tax 
purposes, of foreign business property which: (1) was previously used directly 
or indirectly in the active conduct of a trade or business at least 90 percent of 
the gross income of which was derived from sources without the United States 
and (2) is similarly used, within 6 months after the transfer, either directly or 
indirectly by the transferee. 

In its comments on H.R. 5 the Treasury suggests that tax-free transfers au- 
thorized by section 3 be limited to permit such transfers only when the transfer 
is from a foreign corporation to a foreign business corporation or from a foreign 
business corporation to one or more of its subsidiaries. 

Failing adoption of the limiting amendments which it suggests, the Treasury 
has indicated its opposition to section 3 of the bill on the general grounds that 
the section’s present language would provide greater incentives for subsidiaries 
incorporated abroad than for foreign business corporations incorporated in the 
United States. 

We strongly support section 3 of the Boggs bill and we regard its adoption 
in substantially its present form as an indispensable part of the incentive to 
promote foreign investment which the bill’s proponents seek. The foreign busi- 
ness corporation tax-deferral package is of no value whatever to a company 
denied its use by the present section 367 of the code and the Treasury’s admin- 
istration of that section. Treasury recommendations in this regard—although 
their ultimate effect is somewhat less than perfectly clear—strike us as too 
narrow in concept and might lead to still another example of good law ham- 
strung by niggling administration. For example, it is by no means clear from 
Treasury recommendations that their adoption would permit tax-free transfers 
of property directly from a U.S. parent to a foreign business corporation. 


Other provisions of the Boggs bill 


Our comments on other provisions of H.R. 5 appear below. 

Overall versus per-country limitation on foreign tax credit—The Treasury’s 
objections to the main provisions of H.R. 5 rest solely and finally on current loss 
of revenue. And on this ground it opposes the bill’s substitution of an “overall” 
for the present “per-country” limitation on the allowance of credit for foreign 
taxes paid by an American company. 

We concede the problems involved to which the Treasury’s statement adverts 
and—as we said at the outset—we are wholly mindful of the revenue problem 
posed by the legislation proposed now before the committee. Nevertheless, 
adoption of a unitary concept of foreign business management—a concept which 
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is part and parcel of the foreign business corporation here proposed—would 
seem logically to require treatment of foreign tax credits on the same global 
basis. At the very least we urge that the matter be given further study. 

Tax “sparing.”’—We note with interest the Treasury’s general approval of the 
principle of tax sparing. This is an aspect of the general problem of foreign 
source income taxation to which the institute has not given major attention. 
However, we should like to renew our suggestion of December 3, 1958, before 
the Foreign Trade Subcommittee that this area deserves further and comprehen- 
sive review having in mind the general purposes of the foreign investment in- 
centive tax bill. 

Nonrecognition of gain on involuntary losses (section 7 of H.R. 5)—Subject 
to the promulgation of administrative regulations designed to prevent any pos- 
sible abuse, we endorse section 7 of the bili which provides for nonrecognition of 
gain for tax purposes on involuntary conversions of a foreign subsidiary’s prop- 
erty. Recognizing the Treasury’s desire to avoid encouragement of the use of 
foreign corporations and foreign holding companies it seems to us elementary 
equity to extend to foreign traders generally the same tax advantage in in- 
voluntary conversion situations new available to a domestic corporation. 

This concludes our comments on the foreign investment incentive tax bill. We 
are grateful for this opportunity of presenting the institute’s views and we 
should like once again to express our appreciation for the committee’s having 
taken time from an already overburdened schedule to hold hearings on this most 
important piece of proposed legislation. If the institute, its staff, or the foreign 
experience of its members can be of any further assistance to the committee we 
should welcome the opportunity to help in any way. 

Respectfully submitted. 
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CHARLES W. STEWART, 
President, Machinery and Allied Products Institute, and Chairman, 
Council for Technological Advancement. 


Mr. Srewart. I would have much preferred if we had stayed pri- 
marily within the context of the original bill before the committee, 
rather than concentrating so heavily on the very complex issue of 
industrialization of underdeveloped countries, which has many rami- 
fications that go beyond this subject matter. 

However, I am quite sympathetic with the long-term objectives 
as stated by the three department representatives in the area of under- 
developed country policy. 

IT think at the outset that we should make clear that MAPI believes 
that with respect to the foreign business corporation, any qualifica- 
tion or limitation of the foreign business corporation authorization 
to underdeveloped countries or any restriction on its application to ex- 
ports would be fatal to the effective application of this concept. 

I shall develop that a little bit more in detail, but I wanted to make 
the point clear initially. ; em 

We believe that neither qualification is appropriate. I think it is 
important to recognize also the very sound and sensible criteria which 
the chairman suggested and which have been reiterated by a number 
of the members of the committee: that it is not generally desirable 
at this time, especially in light of the overall tax study which this 
committee will undertake in November, to enact major reform pro- 
Visions or open up further loopholes, so to speak, in the tax code, 

In this connection, however, 1 think it is important to bear in mind 
that we already have accepted in our tax system the concept of deferral. 
That is no longer a proposal; it is a fact. It is present in the form 
of the foreign-based corporation. The foreign business corporation 
merely reflects adoption of the deferra) principle in different form. 


_ But dealing with the principle of deferral, insofar as foreign-source 
income is concerned, we are not talking about a new concept at all. I 
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think to some extent this is quite pertinent to the comment ‘which the 
chairman made with respect to new and revolutionary changes in the 
code at this time. 

We have heard a good deal about the foreign policy of the United 
States. We have also heard a good deal about the fiscal policy of the 
United States. I did not have the privilege of listening to the repre- 
sentative of the Department of Commerce, but I am somewhat con- 
cerned after quickly reading his statement that we have not heard 
enough about U.S. commercial trade policy, if we have such a policy. 

I should like to make some detailed comments on that point in a 
moment. 

Questions have been asked with respect to the problem of imports 
being generated by the application or implementation of the foreign 
business corporation concept and the impact that might have on the 
U.S. economy, on jobs in the United States, both from the standpoint 
of imports and exports of jobs. 

I think it is important to bear in mind that at least in one earlier 
version of a foreign business corporation proposal this problem was 
dealt with specifically, and it is even possible to interpret the present 
language of the 90-percent rule to deal with this problem under the 
“foreign-source income” definition in the pending bill. , 

But if the language of the present bill be interpreted to permit a 
foreign business corporation to ship a major portion of its produc- 
tion into the United States, that could be very readily corrected by 
amendatory language. 

With respect to the export of jobs, it has been suggested that the 
proposed legislation would be an additional incentive for U.S. busi- 
ness to migrate abroad, leaving factories and displacing jobs in the 
United States. I think it is fair to say that this problem is alread 
with us, at least, to some degree. There is at least a limited compul- 
sion on American industry to move out of the United States by one 
method or another, be it manufacturing, licensing, or otherwise, in 
order to compete in world markets—not primarily to import into the 
United States. The move will continue, I daresay, in some degree, 
whether H.R. 5 is enacted or not, as long as a substantial differential 
in labor rates and other costs of production exist between U.S. plants 
and their foreign competitors. 

I do not address myself here solely to the matter of the Russian 
orbit. I am talking about competition from our friends in the 
Western World as well. 

The main issue that we are dealing with in the foreign business 
corporation proposal is that under present tax law with the foreign- 
based corporation you have a clumsy, indirect means of setting up 
a corporation to facilitate conduct of international business for tax 
purposes. It would seem to us that it would be a good deal more 
equitable, particularly for the smaller corporation, in the interest 
of orderliness of process, and in order to have these corporations fly 


the American flag instead of operate as a foreign-based corporation, 


to accomplish pretty much the same thing through the means of the 


foreign business corporation. 


So what I am suggesting in effect is that we are not really talking 
about anything so revolutionary as has been suggested by some of 


the questions that have been posed here, either in terms of impact on 
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U.S. industry or in terms of a radical innovation insofar as the 
United States Code is concerned. 

May I emphasize that I am addressing myself in these comments 
exclusively to the foreign business corporation concept without refer- 
ence to the additional proposal of a 14-point reduction. 

I think it is fair to bear in mind that, in the light of our considerable 
experience with foreign trade in the institute, that we should not look 
narrowly at the extent to which migration of American industry 
abroad strengthens or does not strengthen the U.S. business. 

I know of many companies, which have been through the recent 
recession, that are very pleased in terms of the number of employees 
they were able to keep at work and the total research and development 
they were able to sustain, in part, because they had profitable opera- 
tions abroad and they had-done the very thing which one or two 
members of this committee feared might have a serious impact on 
employment in the United States. 

I think there is one more important question that has been raised, 
and that is the matter of economic competition insofar as our friends 
and enemies abroad are concerned. 

This is a competitive business international world in which we 
live. Most friendly nations in the Western World, as a previous 
witness indicated, have adopted comparable schemes in the tax field, 
offer industry assistance in the export credit field, and provide a num- 
ber of other support programs to exporting industry and interna- 
tional trade in general. 

I think in the name of U.S. international commercial policy, it is 
high time that this country woke up to the fact that we are far behind 
in the race to support international U.S. trade. I don’t mean by 
extreme subsidy. I mean by normal and reasonable action or by 
removal of deterrents. 

Now, gentlemen, referring again to the limitations on the proposed 
foreign business corporation as incorporated in the letters of the 
Department of the Treasury and the Department of State, I should 
like to make it clear that we oppose the limitation with respect to 
underdeveloped countries for the following reasons, which are spelled 
out in our statement : 

In the first place, unless this concept is implemented on a unitary 
basis, so that a company is enabled to do it across the board in terms 
of all of its international operations, it will not be commercially 
feasible. I think this is an absolute fact in terms of commercial reality. 

Unless it is available across the board, companies will not use it. 
If it is not used, it can offer no incentive to the underdeveloped coun- 
tries or any other part of the world. Companies which have em- 
ployed the foreign-based corporation or even companies which do not 
nave available that type of corporation in terms of their own opera- 
tions, will not adopt a foreign business corporation setup unless it 
is available on a unitary basis, and I mean not only geographically 
but also with respect to all types of what is normally considered to 
be foreign trade source income. 

The second issue—with respect to exports—gets into a delicate 
th I of national policy that goes beyond the matter of how 

usiness is operated. We should bear in mind again the unitary ap- 
proach, that most businesses think of their foreign business as a whole. 


: 
a 
ag 


FOREIGN INVESTMENT INCENTIVE ACT 145. 


There is a necessary relationship between what they export and what 
they license and what they manufacture abroad, and you cannot split 
them off if you are going to deal with this problem in a practical 
commercial sense. 

But, in addition, I think it is important for us to balance from a 
national policy standpoint the extent to which we assist or encourage 
investment abroad as contrasted with assisting exports. Unless these 
two policy objectives are balanced as a matter of national interest we 
will be off on the wrong track in this legislation. 

We urge, therefore, that the foreign business corporation be made 
applicable across the board geographically, without country limita- 
tion, and that it be applicable to all types of foreign source income, 
including exports. 

I think that I would do well to close on the note of national policy. 
I think that the most important thing for us to recognize when we 
deal with this subject in the tax field or when we deal with the matter 
of credit facilities, or when we deal with other international trade 
competition that is supported by other nations in foreign trade, is 
that we do not have in the United States a coordinated and integrated 
national policy with respect to international trade. : 

We look at things from the standpoint of fiscal considerations, and 
we look at them from the standpoint of diplomatic considerations, but 
we do not analyze them realistically in terms of international business 
impact. 

The U.S. industry position in foreign trade is deteriorating. Our 
export markets in many parts of the world for many products have 
largely disappeared. Pricowine, we are in considerable trouble, 
largely because of the labor cost inflation in high labor content items. 
Timing in the situation is crucial, because as you penetrate these new 
markets, the country or the company which gets the early start is 
very much in a better position. 

It seems to us that it is desirable now to do all possible within our 
national policy, taking into consideration domestic tax policy, and 
taking into consideration general fiscal considerations, to support and 
to encourage a vital dynamic international business for U.S, 
companies. 

Thank you very much, Mr. Chairman. 

The Crarrman. I want to compliment you on your very fine oral 
presentation of this matter. 

I have not had a chance to read your statement, but I will do so. 
You always make a very fine statement when you appear before this 
committee. 

Mr. Stewart. It isa privilege to be here, sir. 

Mr. Berrs. Would you be in favor of a provision in the nature of 
an escape clause which would protect American industry who manu- 
factures goods with American labor ? 

Mr. Srewarrt. I think if there is real concern on the part of the 
committee on this point that either a liberal interpretation of what is 
already in the bill on the point, or a clarifying statement with ref- 
erence to what is foreign source income under the 90-percent. rule, 


could very easily take care of it. You wouldn’t need an escape clause 
approach. 
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Based on the experience we have had with administering the 
escape clause, without being critical on the point, I think you would 
be better off dealing with it the other way. ; 

I would see no great problem. The main purpose of the Foreign 
Business Corporation would be to establish order, sense, coordination, 
in the treatment of the taxation of foreign source income properly 
defined. 

You can define foreign source income any way the committee 
pleases. We urge, however, that the definition be comprehensive and 
include exports. 

The Cuarrman. Thank you again, Mr. Stewart. 

Our next witness is Mr. William Bringhurst. 

Will you identify yourself for the record, Mr. Bringhurst? 


STATEMENT OF WILLIAM BRINGHURST, MANAGER OF THE TAX 
DEPARTMENT OF AMERICAN METAL CLIMAX, INC. 


Mr. Brincuorst. I am William Bringhurst, manager of the tax 
department of American Metal Climax, Inc. 

American Metal Climax, Inc., was organized in 1887. We are en- 
gaged in operating and in investing in molybdenum, copper, and other 
nonferrous metal and potash mines, smelters and refineries and in 
buying and selling nonferrous metals. Our operations and invest- 
ments are in Colorado, Oklahoma, New Mexico, New Jersey, and other 
States, and in various foreign countries including Canada, Mexico, 
Union of South Africa, Southwest Africa, and the Federation of 
Rhodesia and Nyasaland. 

In 1926 we became interested in developing the copper resources 
of Northern Rhodesia in Africa. In 1926 that country was almost 
completely undeveloped; in recent years it has been the second or 
third largest copper producer in the free world. In 1926 the U.S. tax 
rate was 1314 percent and the Northern Rhodesia tax rate was 15 

ercent; there was then nothing in the outlook to suggest the possi- 

ility of the large increase in tax rates which has taken place in the 
last 30 years. 

Considering the hazards of mining, especially in a jungle in the 
interior of Africa, it is doubtful that we would have entered upon 
the undertaking had we foreseen the future course of taxation. How- 
ever, we and other companies did invest large sums of money and as 
a result Northern Rhodesia is probably several decades further along 
in its economic growth than it would have been without those invest- 
ments and the free world has access to tremendous sources of raw 
materials. 

We are constantly considering the expansion of present activities 
and the exploration for new deposits in the hope of developing new 
enterprises. A cardinal consideration in arriving at a decision always 
is the anticipated tax result both at home and abroad. We believe 
that many other U.S. companies are similarly influenced. 

We believe eventually, as the world becomes closer knit all coun- 
tries, probably led by the United States, will adopt the principle that 
taxation should be levied only by the country of the source, that the 
nationality of the person or of the company engaged in a business 
activity should be abandoned completely as a criterion for assessing 
a tax. Some countries consider that when one country reaches into 
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another and taxes income earned therein it is a partial invasion of 
the sovereignty of the second country and we believe foreign coun- 
tries will become increasingly sensitive to this extraterritorial exten- 
sion of tax laws. 

When the tax rate was 10 percent or 12 percent there was no such 
feeling. However, as rates have increased the taxing jurisdiction 
has become an economic partner in the taxed business enterprise and 
it seems that such admisssion to partnerships should be limited to 
territories where the income is produced. The International Cham- 
ber of Commerce has gone on record in favor of the principle of 
taxation of income only in the country of origin; in A viewas 1955 
the chamber recommended this principle to the Economic and Social 
Council of the United Nations and to all member governments. 
Some recognition of this principle has been given by the United 
ar agin in the relief now afforded to overseas trade corporations. 

The present importance of revenue is of course recognized and 
we realize that no immediate steps can be taken for the adoption of 
the principle of taxation at source only. However, the present bill, 
H.R. 5, is an important step in the direction of recognizing that some 
limits should be placed on taxation of income earned abroad. Vari- 
ous sections of the bill attempt to secure the desired aims with only 
partial and probably temporary loss of revenue, temporary because 
as business is expanded there should be an increasing flow of funds 
abroad which in turn will create income and this income eventually 
will be subject to U.S. taxation. We are in favor of all of H.R. 5, 
but we believe that the provisions of section 4 relating to extension 
of Western Hemisphere trade corporation status to international trade 
componeinans are among the most og eg parts of the bill. 

he point has been made before but bears repeating, that where 
the U.S. rate is higher than the rate charged in the foreign country 
there is a tendency for the foreign country to increase its tax. This 
is not apt to happen in the developed countries such as those in 
Western Europe but might very well be expected to occur in the less 
developed countries of which our Government is endeavoring to 
channel a flow of capital. Several years ago I had the opportunity 
of discussing the matter of taxation with the local Government of 
Northern Rhodesia. Representatives of United Kingdom companies 
operating in central Africa and I were in Northern Rhodesia with 
the hope of persuading the Government there that additional capital 
currently needed for development of the copper industry there could 
be secured more readily if some concessions were made in Northern 
Rhodesian taxation. The local Government pointed out that we were 
asking it to restrict itself in pursuing a legitimate source of needed 
revenue when in the last analysis this restriction might prove to be 
only for the benefit of the United Kingdom and the U.S. Treasuries. 

The acuteness of the problem can be understood when we state that 
income taxes charged to the Northern Rhodesian copper companies 
are approximately 70 percent of the total income taxes charged in 
Northern Rhodesia. Most of the shares of these copper companies 
are held in the United Kingdom and the United States. 

Secretary of the Treasury Robert B. Anderson in his letter of May 6 
addressed to the chairman of this committee, said that the Treasury 
Department favors adoption of legislation which would in fact permit 
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the flow of U.S. investment into the less developed regions of the free 
world, including Latin America, the Middle East, and Africa. 

From this it appears that Secretary Anderson is sympathetic to 
the overall foreign economic policy which this bill attempts to imple- 
ment, but in taking this position the Treasury does make a geographi- 
‘al distinction. 

However, having supporting the tax-deferral provisions on a geo- 
graphical basis the Treasury then, somewhat inconsistently as we see 
it, opposes the 14-point reduction in rate on foreign income. The 
Treasury states: 

A rate reduction as broad as that proposed would benefit taxpayers who have 
established investments in foreign countries where economic development needs 
no special stimulus and others who have made no capital investment abroad. 
The revenue loss from this provision alone is in the order of magnitude of 
$200 million. ds 

We submit that if there is to be tax deferral on a geographical basis, 
it would be equally practical to give the 14-point reduction on the 
same geographical basis and any loss of revenue from such a reduction 
should be only a temporary one and only a very small part of $200 
million. 

It has also been suggested that any tax reform should be applicable 
only to new investments. We do not think it is realistic to divide 
foreign investments into old and new; they are not two separate and 
distinct classes because foreign investment is a continuous process. 
If a company has a foreign operation there are continual and recur- 
ring decisions required as to retention, maintenance, and expansion 
of existing plant. The maintenance and expansion of existing plant 
is just as important for the development of a foreign country as the 
establishment of a new plant. In each case the investor must be per- 
suaded that there is a probability of a satisfactory return for the addi- 
tional investment. 

Specific concessions designed to attract new private investment are 
important, but the major source of funds for further investment in 
foreign enterprise can be expected to be largely from the reinvestment 
of earnings acme from enterprises already established. The most 
readily available capital for new investments in underdeveloped coun- 
tries is from companies which are already operating in such areas and 
which have the knowledge and experience requisite to such work. If 
exemption is given only to new companies it will seriously penalize the 
established sources. Present companies cannot be encouraged to ex- 
pand present enterprises or invest in new ones if they are placed at 
a competitive disadvantage with new and untried companies just 
entering the field. Tax reduction affecting income received from 
existing investments abroad would in fact permit increased amounts 
of earnings to be used for reinvestment while permitting payment of 
a fair return on the funds originally put at risk abroad. 

To give a tax advantage only to new investments would be unjust 
discrimination against the very companies which have been pioneers 
and which have taken the risk in opening up undeveloped areas. Fur- 
thermore, it is probable that a prospective investor in an underde- 
veloped country would be far more impressed with promises as to the 
future if he could see that those who preceded him were treated fairly 


and reasonably. 
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This country would be greatly benefited by the continued expansion 
of the extractive industries in various parts of Africa, not merely be- 
cause it would help U.S. capital but because of the need for an increase 
in the sources of supply of materials; it would also help to keep valu- 
able raw material sources from falling into the hands of countries 
hostile to the free world. However, the risks to American capital in 
Africa today are greater than they have been previously because we 
now have the added risks of race conflicts and other social problems. 
Tax incentives at this juncture would be very timely. 

Continued and increasing investment abroad of U.S. capital is good 
business for the Untied States and it is a good step forward in the 
cold war. 

The Cuairman. Thank you, sir, for bringing to the committee the 
benefit of your thinking on this matter. 

Does the American Metal Climax operate through a foreign sub- 
sidiary in Northern Rhodesia, or is it not? 

Mr. Brincuurst. We operate through affiliated companies. Weare 
the largest stockholder, but the shares are listed on the New York and 
London Exchanges, and there is a large individual participation in 
shares of the company. 

The Cuarrman. Is it an American corporation 

Mr. Brincuurst. No, these are Northern Rhodesian corporations. 

The CHairman. Well, you get the benefit at the present time of 
the deferral, do you not ? ; 

Mr. Brincuursr. We get the benefit of the deferral at the present 
time; that is correct. 

The Cuarrman. What is your tax rate in the Federation of Rho- 
desia ¢ 

Mr. Brineuurst. 3714 percent. 

The CHarrman. You would find some advantage in this proposal in 
operating in other parts of Africa, presumably ? 

Mr. Brineuurst. Yes; in the Union of South Africa, and South 
West Africa. 

The Cuarrman. Through an American branch ? 

Mr. Brincuurst. Also there we operate either through affiliated 
companies, in which we are a part owner, or in wholly owned sub- 
sidiaries. 

The Cuairman. In foreign corporations ¢ 

Mr. Brincuurst. Yes; all in foreign corporations; the only foreign 
country in which we operate ourselves is Canada. 

The Cxarrman. There is not much in this bill that would inure to 
the benefit of your operation. You are appearing here more because 
of the principle in which you believe. 

Mr. Brincuursr. We would be greatly benefited by the 14 points, 
and we also are very interested in anything which would mitigate the 
effects of taxation of foreign income. 

As I stated, in this bill, we think that the location of the country 
of incorporation is not the proper criterion for assessing a tax. 

The CHairman. You get a benefit out of the 14 points, but would 
this suggestion of the Treasury of treatment for the original pur- 
chasers of stocks give any benefit 
_ Mr. Brinenursr. Yes, I think that it would. To us as a company 
it would not matter much, but I think to many companies operating 
In our field it would be very helpful. 
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The Cuarmman. It would stimulate, you think, some greater in- 
vestment ? 

Mr. Brrncuurst. I think so, yes. 

The CHarrman. But if the committee did not accept the recom- 
mendations of the 14-point differential, there would not be anything 
really that would be of benefit to your company ? 

Mr. Brrncuursr. We have been in business 70 years and we ho 
to be in business for another 70 years, and we feel sure everibastiy 
that all countries will come to the principle of taxation at the source. 

The Cuatmman. That is not before us at the moment, but what I 
am trying to get at is this: You appear here today not because there 
is anything particularly in this suggestion that will inure to the 
benefit of your company, but you appear here because’ you believe in 
the principle of what is being recommended ? 

r. Brrneuurst. We believe in the principle, and we would benefit 
directly by the 14 points. 

The CHatrman. But if we didn’t take that, there wouldn’t be any- 
thing else. I want to commend you for that, because of your appear- 
ance today, because of the acceptance of the principle as being good, 
rather than because of any particular benefit to.your company. 

Mr. Brtncuurst. Thank you, Mr. Chairman. 

The CHatrman. Are there any further questions of Mr. Bring- 
hurst ¢ 

If not, we thank you again, sir. 

Our next witness is Mr. B. F. Castle. 

Mr. Castle, will you identify yourself for the record by giving us 
your name and address and the capacity in which you appear? 


STATEMENT OF B. F. CASTLE, APPEARING IN BEHALF OF FOREMOST 
DAIRIES, INC., SAN FRANCISCO, CALIF. 


Mr. Castix. My name is B. F. Castle, and I live in Washington, 
and I speak for Dr. Grover Dean Turnbow, Foremost Dairies, whom 
you kindly invited. He regretted that prior engagements of an im- 
portant nature prevented his appearing, and he asked me to read his 
very brief statement. 

I want to say, Mr. Chairman, that this will be within the time limit. 

I would like also, if I may, to file for the record the brief biography 
of Dr. Turnbow, which vill qualify his statement. 

The CHatrman. We will accept that for the record and it will appear 
at this point. 

(The biography of Dr. Turnbow follows :) 


GROVER DEAN TURNBOW 


Grover Dean Turnbow, industrialist and agriculturist, president, director, and 
general manager of Foremost Dairies, Inc., was born in Palouse, Wash. He 
graduated from the University of Idaho with the degree of bachelor of science; 
received his master of science degree from Iowa State College, and later his 
doctor of science degree from the University of Idaho. 

Dr. Turnbow became a professor of dairy industry at the branch of the College 
of Agriculture of the University of California, at Davis, Calif., where he 
remained until he left the university to engage in commercial enterprise. While 
at the University of California, he coauthored a textbook entitled “Ice Cream,” 
published by John Wiley & Sons, Inc., which was revised in 1947. 
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As a result of his research in dairy machinery and dairy products processing, 
Dr. Turnbow has been granted many patents having to do with food machinery 
and food processing. 

In 1927 he assisted in putting together a group of creameries in central Cali- 
fornia under the name of Standard Creameries, an organization of which he was 
<— in a management capacity. This group later became Borden’s of Cali- 

ornia. 

In 1930 he was active in the organization of Creameries of America, Inc. 
(which is now a part of Beatrice Foods Co.), whose plants extended from the 
Middle West to the Hawaiian Islands, and was vice president and a director 
thereof. 

Early in 1938 he left Creameries of America, Inc., to become general manager, 
vice president, and a director of Golden State Co., Ltd. (now a division of Fore- 
most Dairies, Inc.), in which capacity he served until 1945. Under Dr. Turn- 
bow’s direction, Golden State Co., Ltd., organized and developed an outstanding 
dairy research laboratory, which has made many contributions to the science 
of dairy manufacturing. 

In 1945 Dr. Turnbow organized an international company which had for its 
purpose the development of dairy plants outside of the United States so that 
dairy products could be made available to the entire world. The first of a series 
of plants which he engineered was built and operated in Mexico City. For this 
contribution, he was made an honorary citizen of Mexico. 

Dr. Turnbow in 1948, at the invitation of the United Nations International 
Children’s Emergency Fund, spent several months in Europe conducting a survey 
of the milk resources of 11 European countries. The purpose of this survey 
was to determine the adequacy of available milk supply and to provide a plan 
for the augmentation thereof wherever needed. As a result of this survey he 
assisted in the planning of some 40 dairy processing plants in various Buropean 
countries. 

Dr. Turnbow organized International Dairy Supply Co. in 1948 and, on a 
competitive bid basis, the U.S. Department of the Army awarded to his company 
a contract to design, install, and operate seven recombined milk plants in the 
Far East. 

In 1952 International Dairy Supply Co. was merged with Foremost Dairies, 
Inc., one of the United States most progressive dairies, which is now one of 
the three largest dairies in the United States. Shortly thereafter Dr. Turn- 
bow was made president of Foremost Dairies, Inc. 

Dr. Turnbow is a member of the San Francisco and U.S. Chambers of Com- 
merce, American Dairy Science Association, Milk Industry Foundation, Dairy 
Industry Advisory Committee, Phi Delta Theta, Alpha Zeta, Gamma Sigma 
Delta. The Bohemian Club, Stock Exchange Club, San Francisco; Athens Athletic 
Club, Claremont Country Club, Oakland, Calif. 

Home: 15 Glen Alpine Road, Piedmont, Calif. 


Mr. Castiz. Now, Dr. Turnbow’s statement : 

Having been actively associated with dairy companies doing busi- 
ness in foreign countries for many years, I believe the impact which 
H.R. 5 will have on foreign investment in the dairy field is of vital 
interest to our national economy. 

For more than 10 years, Foremost Dairies through its international 
divisions and subsidiaries has established and successfully operated 
dairy product plants in 11 foreign countries throughout the world. 
These plants recombine dairy ingredients which are produced in the 
United States and distribute fresh, recombined, fluid milk, ice cream, 
and a complete line of dairy products in the same manner as these 
products are sold in the U.S. market. This special process has en- 
abled our company to supply to the peepee in milk deficit areas the 
fresh dairy products so necessary for building healthy human bodies. 

During the years, through research and daily operation of these 
existing plants, our company has built up a vast store of technical 
knowledge, trained personnel, and operational experience which it has 
available for use in establishing dairy products plants in other foreign 
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countries. The establishment of dairy plants in milk deficit areas 
throughout the world with American capital not only promotes the 
economic development of the foreign country, but also supplies needed 
dairy foods to undernourished peoples, and is a definite factor in 
maintaining favorable relations with these people. The U.S. dairy 
farmer and the taxpayer are benefited by the utilization of domes- 
tically produced surplus dairy products in areas outside the United 
States. 

During 1958 our company alone shipped from the United States 
approximately 16 million pounds of nonfat dry milk, and 6,750,000 
pounds of anhydrous milk fat—which is the equivalent of approxi- 
mately 8,500,000 pounds of butter—for recombining purposes. This 
represents approximately $10 million worth of dairy products, most 
of which would have remained in surplus had it not been for the re- 
combining process used overseas to feed people in dairy deficit areas. 
While this amount is relatively small in our dairy economy, it demon- 
strates what can be done in foreign markets which remain relatively 
untapped and could be expanded considerably in a more favorable 
investment climate. 7 

It is readily apparent that our company is particularly prepared 
from a technical and experience standpoint to make substantial in- 
vestments in foreign countries where local milk production is either 
not possible, has not been initiated, or is available in inadequate sup- 
ply. The management of our company realizes the opportunities to 
make such investments and is making continuing studies to develop 
the possibilities. These studies have pointed up some important facts 
concerning additional foreign investments. 

To establish a dairy recombining plant and develop potential sales 
territory in a foreign country initially requires substantial amounts 
of permanent capital investment and year-to-year increases in such 
investment for plant, delivery, dispensing, and refrigeration equip- 
ment. In some areas the competition is keen from foreign corpora- 
tions and substitute products. The risks inherent in making capital 
investments in foreign countries are great and the returns under the 
present tax regulations for domestic corporations operating abroad 
make the taking of such risks relatively unattractive. Our studies 
have confirmed to management that it is not pratical for our domestic 
corporation to make heavy capital invéstments in foreign countries 
with after-tax dollars that can be used to maintain and expand 
domestic operations where the risk is nominal and the return almost 
equal. 

Our company has studied the possibility of establishing a foreign 
base corporation to obtain tax relief. The formation and operation 
of a foreign based corporation is attended with difficulties in com- 
plying with unfamiliar, stringent, and often petty regulations of the 
foreign country; it does not have the benefits of American citizenship, 
and it is difficult to secure insurance, monetary exchange, et cetera. 
Despite these disadvantages the present high tax rates on a domestic 
corporation doing business in foreign locations are such that the 
formation and operation of a foreign based corporation has much 
merit in the eyes of our management. 

Should our company find it necessary to form a foreign based 
corporation, as an offset to the disadvantages mentioned above, it 
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might become necessary to purchase dried milk products from foreign 
sources; these products can be produced at substantially less cost in 
many foreign countries. Our company is extremely reluctant to em- 
bark upon such a program when our own dairy farmers are faced 
with staggering surpluses. 

I feel that favorable consideration and eventual passage of H.R. 5 
will have very desirable effects for the American dairy farmer, the 
American taxpayer, and the undernourished peoples of foreign coun- 
tries with our company in a leading participlating role. The passage 
of this bill will help put to use accumulated technical dairy skills, 
trained personnel, and research results in establishing dairy plants 
throughout the world. 

This flow of investment capital in dairy business will have an im- 
mediate benefit to the American dairy farmer by providing an un- 
tapped market for his milk surplus and will provide peoples in for- 
eign countries with reasonably priced, nutritious, tasty, dairyfoods. 
The impact of H.R. 5 on the tax revenues of the United States will be 
insignificant, and on the contrary, may be the means of increasing 
Treasury revenues. 

There may be some short period of tax deferral but the operation 
of many entirely new business ventures will generate additional 
amounts of income that will enventually be repatriated to the United 
States and taxed. The management of Foremost Dairies, Inc., an- 
ticipate that the favorable consideration of H.R. 5 will allow it to 
embark on a worldwide expansion program that cannot help but 
benefit the economy of the United States and each foreign country 
within which it operates. 

I promised to be within the time, Mr. Chairamn, and that is within 
the time. 

The Cuarrman,. You lived up to your word, Mr. Castle. We thank 
Mc and we appreciate very much your appearing here to give us the 

nefit of the views of Foremost Dairies, and we are sorry that the 
president could not appear, but he has been well represented. 

Mr. Castix. Thank you, sir. And on his behalf I thank you. 

The CuarrMan, Our next witness is Mr. Paul J. Quinn. 

Will you identify yourself for the record, please? 


STATEMENT OF PAUL J. QUINN, VICE PRESIDENT OF JOHNSON & 
JOHNSON INTERNATIONAL, NEW BRUNSWICK, N.J. 


Mr. Quinn. My name is Paul Quinn, and I am vice president and 
treasurer of Johnson & Johnson International, a subsidiary of John- 
son & Johnson, New Brunswick, N.J. 

The Cuatrman. Will you proceed, Mr. Quinn. 

Mr. Quinn. Johnson & Johnson has been carrying on business 
abroad, through foreign subsidiaries and foreign branches in all parts 
of the free world, for over 40 years. In 1958, our foreign subsidiaries 
sold almost $61 million of our products to oversea customers. The 
employed 6,631 employees. They have assets abroad of $4414 million, 
most of which are invested in plant, machinery, inventories, and receiv- 
ables due from customers. In short, we are a manufacturing and 
selling operation both abroad and at home. 
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Abroad, we manufacture and sell a long-established line of surgical 
cotton and adhesive products, sutures, sanitary napkins, industrial and 
cellophane tapes, toothbrushes, baby powder, and oil and drugs. 

It is our view that through H.R. 5 American business abroad will 
become a more active partner in the implementation of our Govern- 
ment’s policy of strengthening the free world. H.R. 5 will result in 
a healthy expansion of foreign business operations, with a beneficial 
re - the foreign countries concerned. We support the principles 
of H.R. 5. 

I do desire to point out an advantage which competitors of ours will 
enjoy under H.R. 5, and to propose a solution. The pertinent part of 
H.R. 5 involved is that which excludes a closely held company from its 
coverage. Our foreign income for years has been and continues to be 
generated by operating activities. None of our companies, at home 
or abroad, is a personal holding company under our Internal Revenue 
Code. However, because of the personal holding company rules of the 
code, which count stock owned by a family as ownership by one indi- 
vidual, all of our companies are owned, more than 50 percent, directly 
or indirectly by 5 or less individuals. 

Thus, should we establish a foreign business corporation whose 
income would derive principally from foreign dividends, as would 
be otherwise permissible under H.R. 5, it would be classified as a 
personal holding company because of the way Johnson & Johnson stock 
is owned. Our foreign business corporation would be automatically 
forced to distribute its earnings to the parent company, or suffer con- 
fiscatory U.S. taxation at the rate of 85 percent in the case of a domes- 
tic holding company, or at a 52-percent rate in the case of a foreign 
holding company. Our foreign business corporation would be denied 
the benefits which our competitors would enjoy under H.R. 5. 

Many of our competitors now have foreign business corporations 
situated abroad. This advantage will be further extended under 
H.R. 5. They will be able to establish foreign business corporations 
situated in the United States, as well as abroad, and to conserve in 
these corporations income for reinvestment abroad without payment 
of U.S. taxes. This advantage is denied to us both under the personal 
holding company provisions of the Internal Revenue Code and under 
the provisions of H.R. 5. We believe that our competitors will utilize 
H.R. 5 to widen over us the competitive advantage now accruing to 
them by virtue of the present code. 

A proposal has come to our attention which will remedy the situa- 
tion. An amendment to sections 543 and 553, redefining “personal 
holding company income” so as to exclude dividend and similar for- 
eign income received by a foreign base corporation from a foreign 
operating subsidiary, will remove the adyantage now held by our 
competitors and equalize tax treatment under H.R. 5. A draft of a 
bill to accomplish this purpose is attached. I recommend that this 
bill be considered as an amendment to H.R. 5. I will refrain from 
reading the draft of the bill which I have attached to my prepared 
statement. 

The Cuatrman. The suggested solution will be included in the rec- 
ord at this point. 
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(The draft bill referred to follows :) 


Drart or May 18, 1959 


A BILL To provide for equality of tax ——— of domestic corporations doing business 
abroa 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, 

SEcTrIon 1. Section 543(a) (1) of the Internal Revenue Code of 1954 is amended 
by adding at the end thereof the following sentence: 

“This paragraph shall not apply to dividends, interest, or royalties (other than 
mineral, oil, or gas royalties) received or accrued by a corporation if— 

(A) during its entire taxable year more than 50 percent in value of its 
outstanding stock is owned by a domestic parent corporation; 

(B) such domestic parent corporation is not at any time during its 
taxable year which ends with or within said taxable year a personal holding 
company and would not at any time during its said taxable year have been a 
personal holding company if all rents (including interest in lieu of rents), 
regardless of what percent of the gross income such rents constitute, 
and all royalties (including mineral, oil, and gas royalties) received or 
accrued had constituted personal holding income ; and 

(C) the dividends, interest, or royalties so received or accrued are 
received or accrued from a corporation in which the recipient owns, directly 
or indirectly, more than 50 percent in value of the outstanding stock (or 
such lesser percentage as is the maximum percentage which the recipient cor- 
poration may own under the law applicable to the payer and/or recipient 
corporation), and which for its taxable year which ends with or within the 
taxable year of the recipient corporation and for its two preceeding taxable 
years (or for such part thereof as said corporation was in existence) has 
derived 70 percent or more of its gross income, if any, from the active conduct 
of a trade or business and from sources without the United States.” 

Sec. 2. Section 553 of the Internal Revenue Code of 1954 is amended by 
deleting the period at the end thereof and adding the following: “unless such 
interest or royalties do not constitute personal holding income under the last 


sentence of section 543(a) (1).” 

Mr. Quinn. We are confident that corrective legislation, as ex- 

ressed in H.R. 5, will seek to include in its scope, or in an accompany- 
ing bill, equality of treatment for all phases of business activity 
abroad. We believe that a substantial segment of American industry 
is affected, as we are, by presently inferior treatment. 

The Cuarrman. Are there any questions of Mr. Quinn ? 

Mr. Boaes. Mr. Quinn has stated a problem that is not unique to 
Johnson & Johnson. It is a problem of a good many companies. 
Campbell Soup is one that comes to my mind. There are quite 
a few others; I have seen a list of them. This is just the result of 
a special circumstance, and I don’t think that we should penalize 
these companies because of it. I would hope that we can work this 
problem out. 

Mr. Quinn. We are not altogether sure that this is a timely presen- 
a at these hearings, but we felt we did want to go on record with 
this. 

Mr. Boees. I am glad you are here, and I think this is as good a 
time as any. 

The Cuarrman. Are there any further questions ? 

If not, we thank you, sir, for giving us the benefit of your views 
and calling this to our attention. 
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(The following letter was received by the committee :) 
JOHNSON & JOHNSON, 
New Brunswick, N.J., July 17, 1959. 
Hon. WiLzur D. MILLs, 
House Office Building, 
Washington, D.C. 

DeEAR Mr. Mitis: As you know, H.R. 5, dealing with the income tax treatment 
of foreign business income, was introduced by Representative Hale Boggs and 
is now being considered by the Ways and Means Committee. 

We testified in favor of H.R. 5 at committee hearings on July 7. However, | 
H.R. 5, as introduced, does not extend its benefits to us, for the reasons stated 
in our testimony. Our testimony contained a proposed amendment to H.R. 5 
so as to include us in its coverage. A copy of our testimony, and the necessary 
amendment, are attached. At the hearings, Mr. Boggs indicated his awareness 
of our problem which, incidentally, affects many other important and outstanding 
American companies. He expressed sympathetic receptivity for our amendment, 
which he considered timely presented. 

Some questioning by several members of the committee during the hearings 
inquired whether American labor and domestic businesses would be injured 
through imports into the United States originating from expanded foreign invest- 
ment by American industry. Judging from over 40 years’ experience in business 
in foreign countries, we do not believe this consequence will follow. In our 
case, we do not know of any single instance where we have imported from our 
foreign facilities to compete with products of U.S. manufacture. Based upon 
our past and anticipated experience, this consequence will not occur at any of 
our domestic business locations. 

We respectfully solicit your endorsement of our amendment to H.R. 5 and, of 
course, of H.R. 5 itself. 

Sincerely, 
Rosert J. Drxson, President. 

The CuarrMan. Our next witness is Mr. John J. Powers, Jr. 


Will you please identify yourself for the record, Mr. Powers. 


STATEMENT OF JOHN J. POWERS, JR., PRESIDENT AND CHAIRMAN 
OF THE BOARD, PFIZER INTERNATIONAL, INC., NEW YORK 
CITY 


Mr. Powers. Mr. Chairman, my name is John J. Powers, Jr. I 
am president and chairman of the board of Pfizer International, and 
senior vice president of Chas. Pfizer & Co., Inc., of New York, chem- 
ical and pharmaceutical manufacturers. 

In that capacity I am responsible to our board of directors for the 
operations of a company oe ae is selling its products in every free 
country of the world. We have about 7,500 employees outside the Uni- 
ted States with 19 manufacturing plans, 35 sales headquarters in as 
many countries, and in the remaining countries in which our products 
are sold we employ distributors with whom we keep in close contact. 
In my position as president, naturally it is one of my functions to 
weigh the pros | cons of building and expanding plants, ware- 
houses, sales offices, research laboratories, in order to make appropriate 
recommendations to the board. We must constantly consider the many 
unusual problems raised in these countries because of political or 
economic disturbances and, of course, I spend a large part of my time 
abroad in order to bring firsthand knowledge to my decisions. 

From this background of daily contact with international trade I 
would like to make a statement today in support of H.R. 5. 

In making decisions such as I have mentioned, we must consider the 
profit and loss statement of the business in question and the effect of 
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the proposed employment of capital upon its future profits. The only 
provision in this bill which might have a really significant effect in 
such considerations is the provision for the worldwide extension of the 
present WHTC 14-point tax reduction. 

May I add parenthetically that, while tax circumstances may deter 
or encourage investment, it would in my opinion be poor management 
to permit tax consequences to be the primary motive for business 
decisions. Thus we have built plants abroad, the better to serve mar- 
kets on a competitive basis and not primarily to save taxes. And we 
have not even considered manufacturing abroad for the purpose of 
importing such manufactured products into the United States. 
Finally, if we had not built plants abroad to manufacture some of 
our products, we would be exporting from the United States far less 
than we are today, for through these plants abroad we have kept open 
markets which might otherwise have been closed to us. 

I don’t think there can be doubt any longer of the reality of the 
Communist bloc economic threat to the West in world markets. This 
is now so clear that I shall not take the time of the committee to 
demonstrate it in any detail. The one thing I should like to make 
clear is that as an American businessman operating abroad, I am not 
at all concerned about an economic challenge from businessmen of 
other countries operating more or less within the same general concepts 
of politics, law, and morality as my own. The disturbing fact about 
the Communist offensive—whether it be the stealing of American in- 
ventions, dumping goods at far less than cost, advancing long-term 
credit at impossibly low interest rates, bludgeoning Finland into 
political submission by economic threats, or socializing industry in a 
nation like India by building Government-owned factories—is that 
these people have their own rules of the game, to which we cannot 
subscribe without violation of our basic principles. Their role is not 
that of a private competitor but of a government with a comprehen- 
sive plan of attack. 

Much must be done to meet this gradually growing menace, but one 
thing is certain—American and other Western industry must meet this 
threat where it is occurring—country by country, marketplace by mar- 
ketplace. Undoubtedly it is in this sense that many in our own Gov- 
ernment have referred to the need for the greater use of private 
industry as a strong arm of government in this economic war. 

Even without this Communist politicoeconomic conflict, there would 
still be pressing need for American industry to goabroad. It has truly 
become a small world in every sense and I suggest that we have reached 
a point where a growing American company operating only within the 
United States is in about the same position as a company, not so very 
many years ago, operating only within one State of the Union. It is 
normal, and indeed necessary, for growth to go beyond these original 
borders. Moreover, the great. revival of industry in Western Europe 
and Japan has now made of this a necessity. We must compete with 
them for our own market in the United States, as the automobile in- 
dustry is now doing—investing so much of its capital in tooling up for 
the large-scale manufacture of what used to be called the foreign car. 

We must compete with those countries also in their own markets 
and for other markets all over the world if we are to maintain our 
industrial position abroad as well as to protect ourselves here at home. 
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Understand that we welcome this competition because it is sound and 
healthy and fundamental to our concept of free enterprise. But, like 
it or not, we are now an integral part of this international commerce 
and there is no road back—indeed, it has been suggested that we are 
irrevocably involved also because of increasing dependence upon for- 
eign raw materials. The Paley Commission (appointed by President 
Truman in 1951) concluded that our standard of living and our rate 
of growth will become increasingly dependent on our ability to get 
the raw materials we need. This in turn will depend upon the con- 
tinuance of our ability to pay for what we need, and, in this connection, 
the recent decline of our exports and the continued flight of gold are 
danger signals. 

All these new factors affecting America’s position in world economic 
affairs make it evident that the era of the traditional, nationalistic 
view of most of American industry has come to an end and, like the 
Government itself, business is compelled by the times to be interna- 
tional. And, I believe, it is to this circumstance that legislation such 
as H.R. 5 should be addressed. 

In other words, H.R. 5 should not be restricted in-purpose, as it 
seems to be, to such encouragement of private investment abroad as will 
“reduce Government expenditures for foreign economic assistance.” 
This is an admirable objective, but far too narrow. It might even 
lead to a conclusion such as that of the Treasury Department that the 
bill is concerned only with the underdeveloped countries of the world, 
where foreign aid is required to the greatest extent. I doubt that the 
proponent of this bill really intended to so limit its purpose and, in 
pe Rao I feel certain it should not be viewed in that narrow light. 

r. Boees. I can tell you that I did not so intend. 

Mr. Powers. I am sure of that, Mr. Boggs. 

My basic view is that now that America, both politically and in- 
dustrially, has emerged from earlier isolationism, the need for recog- 
nition of this in our attitude toward legislation has become vital. Per- 
haps our lack of sensitivity to this view in the past is the reason we 
are left with some of the obstacles and hindrances to international 
trade which now exist. It is time to take the view that we must smooth 
the path of international trade—not unduly favoring it, or subsidizing 
it, but recognizing its importance to our American economy. We 
should seek out any obstacles and hindrances to international trade 
which now exist, and remove them before pressing other countries 
further to create a favorable climate for international industrial 
growth. This job begins at home. 

Looking at H.R. 5 from this viewpoint, I think it a helpful step 
in removing some of these obstacles. 

The provision allowing a U.S. corporation to qualify as a foreign 
business corporation and defer payment of U,S. tax on its income until 
brought home would remove some inconveniences in incorporating 
abroad which would otherwise be necessary in order to obtain tax 
deferment. Also, the fact that such an FBC could obtain ICA guar- 
antees not presently available to foreign corporations, even if 100 
percent owned by U.S. interests, would be of definite advantage. 

The provision regarding tax-free transfers of business assets to 
foreign subsidiaries for use abroad is a helpful step toward removing 
another existing legislative roadblock to expansion of American busi- 
ness abroad. 
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The provision intended to allow U.S. taxpayers the benefit of either 
the per country or the overall limitation on the amount of foreign 
tax credit will remove an inequitable handicap on U.S. enterprises 
engaged in international business. 

The provision allowing a U.S. parent corporation to receive, tax- 
free proceeds of insurance on property owned by a foreign subsidiary, 
provided such proceeds are used to replace the property in the mes 
of the subsidiary, is needed to cope with one of those unexpected 
difficulties with which American-owned businesses operating abroad 
must so frequently contend. 

The so-called tax-sparing provision is essential to remove an ob- 
stacle which presently deters governments of developing countries 
from offering American business adequate and effective tax incentives 
sufficient to justify their risk in investing money, time, and know-how 
in new enterprises in their countries. 

That brings me to the crux of the proposed bill insofar as incentive 
to foreign investment is concerned, namely, the 14-point tax provision. 
I earnestly recommend that this be viewed not as a tax reduction but 
at a correction of an inequity, which our present dependence on inter- 
national trade has made untenable. 

No one in the United States need pay one cent of corporate income 
tax on business profits—neither individuals nor partnerships pay 
this tax—hence our 52-percent corporation income tax is, in fact, a 

rivilege tax. It is a tax for the privilege of operating here in the 

Jnited States, with all the benefits and protection afforded individual 
stockholders who choose the corporate form, and for the protection 
afforded stockholders and corporation alike, while in this country, 
by the U.S. flag and Government. In the case of income earned out- 
side the United States, however, a U.S. corporation obtains none of 
these benefits—the income has been earned beyond the jurisdiction 
of this country and beyond the protection of its flag. There is no rea- 
son, therefore, that such a high privilege tax should be charged any 
U.S. corporation with respect to such income. 

In fact, the principle not to tax dividends received by one corpora- 
tion from another corporation which has already paid a tax on the 
same income has been recognized as equitable and was embodied in 
our tax laws from the very beginning until about the middle of the 
depression. It was not until 1935 that Congress first decided to levy 
a double tax on 10 percent of such income, increased to 15 percent in 
1936, and this penalty on operating through a domestic subsidiary 
corporation has remained in the law ever since. 

In the case of U.S. corporations owning the stock of foreign sub- 
sidiaries, the inequity has likewise been recognized by the Congress. 
Instead of allowing a credit or deduction for such dividends, however, 
Congress has instead taken the road of allowing credit for the foreign 
taxes paid with respect to the income earned by the foreign subsidia 
The results have not always been satisfactory, and numerous partial 
unsuccessful attempts to remedy the injustices of this system have, 
am advised, resulted in extremely complicated and often inequitable 
provisions of this portion of the Internal Revenue Code. 

Elimination of all U.S. corporation taxes on income from foreign 
business operations of a U.S. corporation or of its controlled sub- 
sidiaries would eliminate practically all the problems resulting from 
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the foreign tax credit provisions of the code. This would eliminate 
a great deal of the heavy administrative expenses of both the Treasury 
and of business connected with the foreign tax credit. 

The most logical U.S. tax policy with respect to business income 
of a U.S. corporation earned abroad (whether by it directly or by a 
vax eae is to levy no tax on such income until received by its stock- 
holders. Such income is taxed abroad where earned—it is enough 
for the United States to tax it again, only once, when received as a 
dividend by the stockholders of the parent company. 

The plain fact of the matter is that investment abroad is riskier, 
operations are more difficult and if some foreign governments impose 
a tax lower than in the United States there is a certain logic to it. 
However, there would seem to be no logic in the U.S. Government im- 
posing a special tax on income earned in such a country to bring the 
total tax paid up to about the 52 percent U.S. rate. This seems par- 
ticularly true at the present time when there seems to be a general 
desire to help, not hinder, the American businessman abroad. 

I most earnestly recommend that the view of complete elimination 
of the present double (or should I say triple) tax be ultimately taken 
by this committee and others concerned. Meanwhile, H.R. 5 at least 
takes a long step in this direction and therefore I wish to indicate 
that I back the bill in its entirety. 

In closing this statement I should like above all to emphasize that 
while the other provisions of the bill are welcome and helpful it is the 
14-point tax reduction, and that provision alone, which would have a 
significant effect in moving us to action in terms of any new invest- 
ment abroad. 

I thank the committee for permitting this appearance. 

The Cuarrman. We thank you, sir, Mr. Powers, for your very fine 
statement in support of your views. You made a very impressive 
presentation of your viewpoint, I should say. 

Are there any questions ? 

Mr. Berrs. You mentioned you had some business abroad. Do you 
have any subsidiary companies in so-called underdeveloped countries ? 

Mr. Powers. Yes, in India, in Ceylon, and Pakistan, and the Philip- 
pines, all through South America, and we have just begun a number 
wey small operations, tentatively, to explore Africa south of the 

ahara. 

Mr. Berts. You also said that your company does not import prod- 
ucts back into the United States. 

Mr. Powers. That is true. 

Mr. Berrts. Is that true of other companies in your field ? 

Mr. Powers. That would be true of my industry. 

Mr. Berrs. Do you think if this bill were passed it would change 
that in any way ? 

Mr. Powers. I don’t think it would have the slightest effect on that. 
It wouldn’t be good business anyway. 

Mr. Boges. Pursuing that line, what you are interested in is develop- 
ing the market in the host countries in which you go? 

Mr. Powers. That is right. 

Mr. Bocas. You have pioneered in the field of antibiotics, have 
you not? 

Mr. Powers. It is nice of you to say so, and I suppose that is right. 

Mr. Boces. You have, have you not ? 
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Mr. Powers. Yes, sir. 

Mr. Boces. Would you say that you have then made a substantial 
contribution to some of these countries, aside from the profits you have 
made? Haven’t you improved the health of these countries ‘ 

Mr. Powers. I think so. We brought penicillin to countries like 
India, for example, some years ago alien we were virtually the only 


r. Boces. I am told that penicillin wiped out yaws in Haiti. Is 
that right ? 

Mr. Powers. That is quite right, in quite a few countries. This 
seems to be one of the major points of Soviet policy right now, by the 
way, its concentration on the health problems. It almost seems a de- 
liberate attempt to take the play away from the American pharmaceu- 
tical industry which has done a lot in this directtion in the past 15 

ears. 

Mr. Boces. What type of Soviet competition do you have? 

Mr. Powers. The two main things that we have hit, apart from just 
stories you hear, are first of all the Communist bloc countries manu- 
facturing our principal products without any attention to a patent sys- 
tem, and even exporting those products into the Western World. The 
second type of competition is where recently in India the Soviet offered 
a $60 million 5-unit medicinal chemical plant to the Indian Govern- 
ment, to be built under state ownership in India. At the same time 
we were offering a plant which was competitive to a part of this offer. 
The arrangement with the Soviet has now been completed, and I think 
it will be very difficult for us to be able to work in India because of 
this. It seems obvious also, because of the quantities which are sched- 
uled to be manufactured, that coe will export throughout southeast 
Asia, as a government entity, and this is going to be tough competition, 
very similar to the competition from the Chinese and the Russians 
right now. 

Mr. Bocas. So that they would substitute in India, state capitalism 
for private enterprise. 

Mr. Powers. That is right, sir. 

Mr. Boaes. And the impetus for this came from the Soviet itself. 

Mr. Powers. That is right. 

Mr. Bocas. These people that you employ abroad—you mentioned 
7,500—are they by and large the natives of the countries that you 
operate in? 

Mr. Powers. About 98 percent. 

Mr. Boaes. You pay them pretty good wages ? 

Mr. Powers. Yes. I think our problem, as a matter of fact, is to 
try not to pay wages that are too high for the country concerned. 

Mr. Boces. The thought of reexport back to the United States, have 
you ever contemplated that? 

Let me state my question a different way: Have you ever con- 
templated establishing a plant or factory, or whatever you call it 
abroad, for the purpose of going back into the U.S. maactlest? 

Mr. Powers. No, we have not, Mr. Boggs. 

Mr. Bocas. It would not be economic, would it? 

Mr. Powers. The best thing for us to do would be to have another 
couple of hours run in a large American plant, rather than build a 
plant abroad. When we build abroad, it is because we have to or 
get out of the country concerned. 
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Mr. Boees. That is all. 

Mr. Sopson. May I ask a question ? 

Do you manufacture this product ? 

Mr. Powers. We manufacture a line of fine chemical and pharma- 
ceutical products, Mr. Simpson. 

Mr. Stmpson. Do you manufacture them in this country or abroad? 

Mr. Powers. We manufacture them both in this country and 
abroad. 

Mr. Sumpson. Now, with respect to India, and these countries in 
the underdeveloped areas, am I correct in assuming that is where most 
of your sales are? 

Mr. Powers. No, our sales are spread fairly evenly all over the 
world. Our first concentration of effort was Latin America, and 
that is a strong area for us,-and so is Europe, and the Far East. 
We are in most countries of the world. 

Mr. Simpson. Well, in the Far East, am I correct in assuming 
that in that area we have more of the Communist threat? 

Mr. Powers. Well, the Communist bloc has concentrated this tech- 
nical aid and low interest loan offensive in Asia and the Middle East. 
There is about $1.5 billion in those areas. 

Mr. Supson. I would call that statism, for want of a better word. 

Mr. Powers. That is right. 

Mr. Sutpson. This bill is a very mild approach to fight that, is it 
not ? 

Mr. Powers. Yes, but it is a very helpful step. In talking to various 
departments of the Government, I have recommended other ap- 
proaches, and there are many things that can be done. This is 

elpful. 

Mr. Smupson. Who is the customer for your product in India? 
Do you sell to the people through retail outlets ? 

r. Powers. Yes, sir. 

Mr. Srurson. Do you sell to the Government too? 

Mr. Powers. Yes, in the normal course of business, when the Goy- 
ernment will buy. 

Mr. SIMPSON. Do you sell to our Government through one of our 
agencies ? 

Mr. Powers. Not in India, no. 

Mr. Simpson. Do you in any countries? . 

Mr. Powers. Through the mutual security program, I believe the 
bids are let here in the United States for shipment of goods abroad in 
certain countries, and that is done here. 

Mr. Suapson. Are they one of your big customers or not ? 

Mr. Powrrs. A fair-sized customer. 

Mr, Stmpson. How big? 

_Mr. Power. Just as a guess, somewhere between two and four mil- 
lion dollars this year. 

Mr. Siupson, Are they your biggest customer ? 

Mr. Powsrs. Not nearly the biggest. 

Pah Srupson. The things that they buy, do they distribute them 
en? 

Mr. Powers. They are used mainly in large hospitals located in 
these countries, a few large hospitals in the country. 

Mr. Stmpson. I seek information. Are they described as American 
products when you release them ? 
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Mr. Powers. Yes. 

Mr. Simpson. They are in containers that indicate that they are 
American made by American companies. 

Mr. Powsrs. Yes, they are, Mr. Simpson. 
aXe Srmeson. So that they do presumably a good public relations 
job? 

Mr. Powers. We hope so, yes. 

Mr. Simpson. Now, the competition that the Communists have by 
way of statism, I think we have to agree that if they bear 100 percent 
of the expense and so on, what we are doing here is little to offset it. 

Mr. Powers. That is correct, but as I said before, it is encouraging, 
and significantly helpful. 

Mr. Stmpson. I believe that you suggested that we had to look into 
the area where they are making a specific drive, and you implied in 
those areas we had to do something to meet that. So my question is 
this: To fight statism, which in trade practices I view as a rifle shot 
aimed at a special target area where they want to make a particular 
impression, we may find it necessary to take a market in a given prod- 
uct and a given area, I suggest they are doing that in that area where 
you mentioned that ade ack available. 

Do we not have to have something in our setup to permit us to coun- 
teract that in the same 

Mr. Powers. Yes. I think that there are a number of things that 
we can do. Most of them are on the books now, but they are simply 
not being done as much as they could be done. There is the De- 
velopment Loan Fund, that is supposed to help private enterprise. I 
believe that it has been used in the main for public effort and not for 
private effort. ‘The ICA guarantees are there, but they are limited. 
Also they apply only to American companies. There is a long list of 
things. 

Mr. Smprson. Do you go so far as to say that if we cannot beat them 
in these areas with the plans that we now have, and the one suggested 
here and others you may have in mind, that we should do likewise ag do 
the Communist states ? 

Mr. Powers, Not at all. I think that would be to lose everything. 
I don’t think that wehaveto. __ 

Mr, Suupson. You do not think this goes nearly far enough in the 
cases where the Communist people use the extreme approach.  _ 

Mr. Powers. I think this is a reasonable approach, that is, this bill, 
in the area of tax changes. ; 

Mr. Smmpson. All right, thank you sir. 

Mr. Boaes (presiding). Are there any further questions? 

Thank you very much. 

The next witness is Mr. Kenneth A. Lawder, treasurer, W. R. 
(trace & Co. 


STATEMENT OF KENNETH A. LAWDER, TREASURER, W. BR. GRACE 
& CO., NEW YORK, N.Y. 


Mr. Lawper. My name is Kenneth A. Lawder, and I am treasurer of 
W. R. Grace & Co. 

I appreciate the opportunity to appear before your committee on 
behalf of my company in support of H.R. 5. 


43349—59—-—12 


1? 
id 

in 
Sst 
he 
nd 
st. 

n g 
h- 
st. 
rd. 
is 
ia? 

nil- | 
em 


164 FOREIGN INVESTMENT INCENTIVE ACT 


Our position in support of this legislation is set forth in my prepared 
statement, which I will submit for inclusion in the record. 

I would like, however, to take a few minutes to comment on certain 
aspects of the proposed legislation. W. R. Grace & Co. has operated 
abroad for over 100 years. Actually, it started out in Latin America, 
and during this period has pioneered in the development of industries 
basic to the economy of the countries with which it has been associated. 

Although better than 50 percent of our operations are today-in the 
United States, principally chemicals, we are continuing to expand 
abroad. Throughout the free world there is a realization of the need 
for attracting private capital to help the development program and 
more and more the developing nations of the free world are endeavor- 
ing toestablish a climate to attract capital from abroad. 

In Latin America the econemies of most of the countries are often 
dependent upon the export of a single commodity, such as coffee or 
metals. In their effort to industrialize and improve the standard of 
living of their people, many of the Latin American countries have 
taken effective steps to improve the climate of U.S. investors, so as 
to attract industries which will produce essential commodities required 
in the everyday life of their people. 

It is this type of industry which Grace has been developing through 
its investments abroad. 

While our Government through its program of aid to the free na- 
tions of the world has done a tremendous job in helping to develop 
countries it is well recognized that a major share of the job must be 
taken by private capital. Private capital has already made substan- 
tial contributions to the development of the free world and is prepared 
and willing to continue to do its part in the tremendous task that lies 
ee the additional risk inherent in investments 
abroad. 

However, it is essential that facilities be extended by our Govern- 
ment to U.S. private capital so that it may compete more effectivel 
witl® the investor from other areas, such as Europe and also wit 
economic aid being offered by countries from behind the Iron Curtain. 

H.R. 5, in our opinion, will go a long way toward encouraging and 
stimulating the flow of United States private capital abroad. Had the 
incentives proposed in H.R. 5 been available in the past we in Grace— 
and I am sure other United States firms, too—could have made an even 
greater contribution in cooperation with our Government in assisting 
in the developing nations of the free world. With these incentives in 
the future, there is little doubt in our mind that it will stimulate the 
flow of private capital through helping in some measure to meet the 
many udditional risks inherent in operating abroad and in particular 
the problems of providing working capital in effect, foreign exchange 
depreciation upon the operation. 

I will mention just a few of the areas in which H.R. 5 will be helpful. 

The foreign business corporation contemplated under section 2 of 
the bill will be especially helpful to American firms operating abroad. 
It will extend to the United States investor the same facilities and tax 
treatment that other countries have extended to their nationals abroad 
or are available to a United States investor on investments made 
through a foreign corporation based abroad. However, in addition 
we see a further and collateral benefit which should prove of substan- 
tial help in promoting the flow of private capital abroad. 
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A very substantial source of funds for investment is the institutional 
investor, such as the insurance companies and pension and investment 
funds. 

These investors have long been reluctant to commit any substantial 
portion of their funds to the financing of investments abroad. 

However, we have found that they are more willing to participate if 
such investments are covered by ICA convertibility guarantee. As 
you are‘aware, such guarantees are available only to the United States 
corporations. A foreign business corporation will provide the vehicle 
through which United States investors can invest abroad and at the 
same time obtain the benefits ICA convertibility guarantee to cover 
new investors which would be available if the investments are made 
through a foreign corporation. 

This will in our opinion materially assist in obtaining a commit- 
ment of additional sums of money for investment abroad, 

We also feel the tax as proposed in section 6 of the bill is a most 
desirable and equitable investment. Many of the free nations of the 
world in order to attract new industry are offering tax incentives to 
foreign investors during the initial years of development. 

Under our present tax law these investments are nullified and par- 
ticularly encouraging foreign capital to come to their country and help 
them with their problems of developing their economy and achieving 
the objectives of an improved standard of living for their people. 

Our company with a similar effect, has long urged that the principle 
of tax bearing 4 recognized by our Government. 

Another proposal in the Boggs bill which we feel will be helpful in 
stimulating the. flow of capital is section 5. Under the present per 
country limitation under the foreign tax credit the United States 
investors operating in two or more countries are at a serious disadvan- 
tage in the application of the spirit and intent of the tax credit prin- 
ciple which is active for the purpose of eliminating double taxation. 
This has been recognized for some time and section 5 would correct this 
inequity. 

I have referred to only three sections of the bill, as I am sure others 
will refer in detail to the other sections. However, I would like to 
say that we feel that these three sections, as well as the other provisions 
of the bill, will go a long way toward assisting private capital to do 
the job of helping the developing nations of the free world. 

This bill should be recognized for what it is—an investment in the 
future. It is an investment by the U.S. Government in America’s 
future through assistance to U.S. private enterprise to go abroad in 
— of our common objectives at a critical point in our Nation’s 

istory. 

By temporarily deferring our Nation’s dividends, so to speak, from 
its stock in American private enterprise abroad, the United States most 
assuredly will earn greater returns in the years ahead, the present 
burden of the U.S. taxpayer through Government loans and grants 
should be lessened, and the American free enterprise system will have 
dramatically demonstrated abroad its superiority over the Communist 
system in its ability to assist in the economic development of the coun- 
tries of the free world and in raising the living standards. 

With these remarks, may I offer for the record my prepared state- 
ment of the position of W. R. Grace & Co.? 
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Thank you. 

Mr. Boces. Without objection, then, it will be made a part of the 
record. 

(The statement referred to follows :) 


STATEMENT BY KENNETH A. LAWDER, TREASURER, W. R. Grace & Co., IN Support 
or H.R. 5 


W. R. Grace & Co. is pleased to have the opportunity to appear in support of 
E.R. 5. 

This bill will provide urgently needed and highly desirable incentives to 
stimulate the flow of U.S. private capital abroad. Our company has long felt, 
and indeed has strongly urged, that prompt action of this type is needed to 
encourage U.S. investors to increase their investments abroad, particularly in the 
developing areas, to operate more effectively against increasing foreign competi- 
tion, and to combat the growing infiltration of Communist influence into the 
economic life of the countries of the free world. 

While H.R. 5 may not meet all the problems, it is an important step in the 
right direction. Indeed its sponsor, Hon. Hale Boggs, has frankly stated that it 
does not attempt to cure all problems, but that it does seek to strike a balance 
by proposing legislation that is realistic and effective. With that statement we 
agree entirely. The incentives which this bill provides are constructive and, in 
our opinion, will materially assist in increasing the flow of U.S. private capital 
for investment abroad and thus permit it to play a greater role in helping to 
strengthen the economies of the free nations and in raising living standards, 
particularly in the developing areas of the world. We therefore support this 
bill and earnestly request its speedy enactment. 

The need for promoting direct private U.S. investments abroad has been 
recognized for many years. This has been particularly true during the period 
following World War II when increasing demands for better living standards 
spurred by record population growth injected a note of urgency into the situa- 
iion, The U.S. Government has played a significant and important role in this 
endeavor through its program of economic and technical aid and through its 
various lending agencies. However, it is generally agreed that the U.S. Gov- 
ernment neither could nor should do the job alone, and that the major share, as 
far as the United States is concerned, must be borne by private enterprise. 

It is essential in the long-term interest of the United States that American 
private enterprise be given every reasonable encouragement to take the lead in 
providing the capital and technical assistance required to meet the pressing 
demands for economic development abroad. American private enterprise has 
the resources, the ability and above all the willingness to go abroad in spite of 
the greater risks often involved as compared to investing at home. 

The United States now has the opportunity and responsibility of promoting 
the development of the free world just as Europe helped to develop the United 
States a century ago. If we default for whatever reason or so restrict ourselves 
that we make only a minimum contribution, our place will be filled by others. 
We must not forget for ene moment that Communist Russia is constantly in- 
creasing its economic aid to vulnerable areas of the world and that the aim of 
Moscow in so doing is purely political and contrary to our best interests 
and our way of life. Nor should be forget that when our allies prosper, we 
prosper; when they do not prosper, we do not either. 

With the facilities available private enterprise has made a remarkable per- 
formance abroad despite the many risks and tax inequitities inherent in foreign 
operations, some of which this bill seeks to correct. On many occasions we 
have called attention to these impediments to a gréater flow of American capi- 
tal abroad. With the tremendous task ahead of promoting the free enter- 
prise system abroad, particularly in the developing countries, it is all the more 
essential that the flow of the U.S. private capital be encouraged and stimulated. 
We are encouraged, therefore, to see that an effective start is being made to 
resolve some of these problems through H.R. 5. 

We consider that the establishment of a foreign business corporation based 
in the United States as provided in section 2 of H.R. 5 would be especially 
helpful to American firms operating abroad. It would extend to the U.S. in- 
vestor the same type of facilities and tax treatment that other countries have 
extended to their nationals on investments abroad, or that are available to a 
U.S. investor on investments in a foreign corporation. For example, if a U.S. 
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investor invests abroad in a foreign corporation the income on such invest- 
ment is subject to taxation in the United States only when the profits are dis- 
tributed to the shareholders through the payment of dividends. This, is essence, 
is the tax treatment proposed for a foreign business corporation in section 2 
of H.R. 5. The U.S. investor quite naturally and quite logically prefers to con- 
duct his foreign operations under a U.S. corporation based in the United States. 
ae proposed foreign business corporation will provided such a corporate ve- 
cle. 

This would facilitate U.S. foreign investments considerably and would bring 
mutual advantages both to the Government and to U.S. private capital. The 
latter would have the benefits of operating under the American flag through a 
U.S. corporation, and the U.S. Government would have the benefit of full report- 
ing by the investors of their operations abroad. 

It should be emphasized that it is not proposed to exempt from taxation earn- 
ings of foreign business corporations. In other words, this provision of the bill 
does not in any sense constitute a tax reduction but merely a tax deferral. 
Creation of the foreign business corporation would give statutory recognition 
to the principle of tax deferral and largely eliminate the involvements and expense 
of foreign incorporation. 

Furthermore, the establishiment of a foreign business corporation would bring 
about other highly desirable benefits to promote the flow of U.S. private capital 
abroad. A very substantial source of funds for investment is the institutional 
investor, such as the insurance companies and pension and investment funds. 
These investors have long been reluctant to commit any substantial portion of 
their funds for the financing of investments abroad. However, they are more 
willing to participate if such investments are covered by an International Coop- 
eration Administration (ICA) convertibility guarantee. As you are aware, such 
guarantees are available only to U.S. corporations. A foreign business corpora- 
tion will enable the U.S. investor to obtain the benefits of an ICA convertibility 
guarantee to cover new investments’ abroad, and thus assist in obtaining the 
commitment of additional sums of money for investment abroad, without fore- 
going the benefits of tax deferral which at present are only available through 
a foreign corporation based abroad. 

The Treasury Department, supported by the State and Commerce Departments, 
in a letter to the chairman of this commitee, the Honorable Wilbur Mills, gave 
its qualified support to this provision of the bill, limiting its endorsement to in- 
come derived from investments in the less developed areas of the free world. 
We are completely sympathetic with the objective of fostering investments, par- 
ticularly in manufacturing industries, in the less developed areas. However, 
the proposed foreign business corporation should be worldwide. Unless it is, 
one of the primary purposes of the foreign business corporation, namely, to 
equalize the tax deferral status of U.S. corporations with that of foreign corpor- 
ations, will be only partially effective. Furthermore, one of the primary objec- 
tives of H.R. 5 is to stimulate the flow of U.S. funds abroad. To limit its 
application to certain areas of the world would restrict the size of the pool of tax- 
deferred earnings generated abroad and availabie for reinvestment abroad. 

Private investments are attracted to areas of opportunity. Canada and West- 
ern Europe have mature, highly competitive economies; the developing nations 
offer growth economies and fast-growing populations which provide ever-widen- 
ing markets. These nations thus constitute in themselves particularly attractive 
areas of opportunity. With the incentive features of a foreign business corpora- 
tion coupled with Eximbank loans, Public Law 480 loans, and ICA convertibility 
guarantees, the U.S. investor will quite naturally channel a large part of the 
funds generated abroad into the developing areas in which our Government is 
seeking to promote an increasing flow of private capital. 

While W. R. Grace & Co.’s foreign source income is derived primarily from 
investments rather than exports, we do feel that there is considerable merit 
to including, as qualifying for tax deferral, income from the export of U.S. manu- 
factured goods, particularly where the goods are exported by the manufacturer 
or an affiliate and where it can be demonstrated that the profits generated by 
such exports are invested abroad. 

Section 6 of the bill, pertaining to tax sparing, is highly essential to remove 
a tax inequity that has been a stumbling block to a freer flow of U.S. capital 
abroad. It applies particularly to investments in developing countries that are 
prepared to grant tax incentives to attract U.S. investments for new and essen- 
tial industries. Our company, along with others similarly affected, has long 
urged such a step, because present law nullifies foreign tax incentives designed 
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to promote new industries by imposing in effect a corresponding increase in 
U.S. taxes. 

The suggestion has been made by the Treasury Department that tax sparing 
should be implemented on a selective basis either by treaties or by negotiated 
agreements authorized by statute. We strongly urge that tax sparing be imple- 
mented by allowing an equivalent foreign tax credit either in the manner pro- 
posed in section 6 of the bill or through executive agreements. The process of 
negotiation and ratification of treaties is by nature slow and painstaking since 
it is aimed at establishing a formal relationship between nations. The need 
is for expeditious recognition of legitimate tax sparing incentives. An execu- 
tive agreement would be a more appropriate method of implementing tax spar- 
ing than treaty negotiation. However, we urge that sympathetic consideration 
be given to recognizing the tax sparing principle through legislative action as 
proposed in section 6 of H.R. 5. 

We also believe that consideration should be given to extending the tax spar- 
ing principle to U.S. possessions. Z 

Under the present per-country limitation on the foreign tax credit, U.S. inves- 
tors operating in two or more countries are at a serious disadvantage in the 
application of the spirit and intent of the tax credit principle which was enacted 
for the purpose of eliminating double taxation. This has been recognized for 
some time and section 5 would correct this inequity by allowing a corporation 
to elect between the present per-country limitation on the foreign tax credit 
and an overall limitation under which the tax credit would be limited to that 
proportion of the U.S. tax which the aggregate of all foreign income bears to 
total income from all sources. We concur with this proposal but recognize that 
the committee may feel that it should be limited to a foreign business corpora- 
tion. However, we think that the other limitations proposed by the Treasury 
are unreasonably restrictive. 

Section 7 provides for the nonrecognition of gain arising from the involun- 
tary conversion of property owned by a foreign subsidiary where the insured 
is a domestic parent corporation and where the insurance proceeds are rein- 
vested to replace the damaged or destroyed property. The Treasury has indi- 
cated that, subject to further study as to the need for such an amendment, it 
would favor the proposal contained in section 7 if it were limited in application 
to a foreign business corporation. We believe that there is a real need for such 
an amendment and urge favorable consideration of section 7 by the committee. 

Under the tax incentives provided in this bill, there will inevitably be some 
temporary loss in revenue to the Treasury. This should be well understood 
but by the same token it should be equally understood that any loss will be 
temporary and that in the long run revenue from foreign income will be greater 
than it would be without these tax benefits. 

This bill should be recognized for what it is—an investment in the future. 
It is an investment by the U.S. Government in America’s future through assist- 
ance to U.S. private enterprise to go abroad in pursuit of our common objectives 
at a critical point in our Nation’s history. By deferring our Nation’s dividends, 
so to speak, from its stock in American private enterprise abroad, the United 
States most assuredly will earn greater returns in the years ahead, the present 
burden on the U.S. taxpayer through Government loans and foreign aid should 
be lessened, and the American free enterprise system will have dramatically 
demonstrated abroad its superiority over the Communist system in its ability 
to assist in economic development and in the raising of living standards. 

For all these reasons we earnestly request favorable action on H.R. 5. 


Mr. Boces. Mr. Lawder, you have extensive operations in Latin 
America; is that so ? 

Mr. Lawper. That is right. 

Mr. Boces. Do you reexport anything back to the United States? 

Mr. Lawper. No; wedo not. The industries which Grace goes into 
in Latin America are industries which are basic to the country itself. 
We endeavor to pick out an industry that will produce the commodity 
that is needed in that country and will meet a need of the country; and 
the industries that we go in are endeavored to fill that need. 

For example, in Peru, where we had our sugar plantations years 
ago, we developed a process for making paper from the gas wastes 
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from sugar. That has proved very successful in supplying a need in 
Peru for paper. 

Throughout Latin America the per capita consumption of paper is 
very low because it just is not available there. They have to use very 
much needed exchange for its importation. So we have developed 
a product which fills a need in the country. Now, we are extending 
that same business in other areas of Latin America and using for pulp 
the wastes gas material from the sugarcane. That is the type of indus- 
try that we are going into. 

Another example is the cost of soda chlorine projection which we are 
about to go into in Peru which will provide for the cost of soda chlorine 
requirements of Peru. That is the type of industry that Grace has 
put its money in abroad by and large. 

Mr. Boges. Do you have a question, Mr. Simpson ? 

Mr. Simpson. No. But I want to commend the gentleman for a 
good statement. 

I have had the privilege to look through it. It is very good. 

Mr. Berts. This tax deferral is actually a temporary feature. I 
would like to inquire a little bit about that. When does the deferment 
begin? How long is the temporary period? What determines how 
long it is going to be temporary and when does the benefits start to go 
back to the United States ? 

You mentioned eventually the benefits will come back to this country. 

Mr. Lawper. Thatisright. . 

What is contemplated here and what we have been proposing is that 
the earnings from our operations abroad so long as they remain abroad 
and are reinvested abroad in the development of industry and in those 
countries that not be taxed until we bring those funds back home and 
distribute them to our shareholders. For example, when we bring the 
dividends home and pay to W. R. Grace & Co. they would be taxed. 
That means it is going to be a temporary deferment of revenue. I think 
we all should recognize that. 

I have said in my statement we feel as an investment in the future 
of our way of life, and in our company we have to bring a certain 
amount of earnings back home every year because we have a policy 
more or less of paying out somewhere in the area of 50 percent. Some 
years it may be more and some years less in dividends, but we have to 
repatriate earnings to keep up that dividend, otherwise we would not 
continue to raise more capital to expand abroad. 

So, in our opinion, it is only going to be temporary. As we reinvest 
earnings abroad the base upon which we are going to earn the future 
is going to be greater and through that process the amount of tax 
revenues which our Government will collect will be even greater in 
my opinoin than they otherwise would have been. 

Mr. Berrs. I think that answered my question, particularly as far 
as your company is concerned. 

Your company manufactures products, as you told Mr. Boggs there, 
particularly adaptable to countries in which you are located, but I 
wonder if it applies, if an automobile company goes abroad and 
manufactures automobiles—— 

Mr. Lawper. I think most American business would much prefer 
to have the plants up here to manufacture here and export. But we 
have to be practical and be realistic about the facts of life in this 
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competitive world, and our policy has been to go into these countries. 
We have been there for 100 years and we are continuing there. We 
have faith in the future of the free world, the same as we have in the 
past, and we feel that we have an obligation to build up those countries 
economically so that they can become self-sufficient, the same as we 
have. I think if you will look at the record, just as the United States 
became a greater purchaser of the world markets as we became more 
prosperous so will the rest of the free world. 

In our opinion, it is the only way we can sustain our way of life. 

Mr. Simpson. Mr. Chairman, I wanted to just raise one question. 

Basically, how do you justify giving any kind of a tax preferential 
to investment abroad that you Sehty to the American investor here 
at home? 

Mr. Lawper. Are you speaking of tax deferral or tax sparing, just 
what phase of it? 

Mr. Stmpson. Any preferential treatment as, for example, deferral, 
yes, or a lower rate? 

Mr. Lawoper. On the tax deferral, I do not look upon that as a 
preferential rate. I look upon that as merely 

Mr. Stmpson. May I interrupt? 

Would you object doing that for the corporation here at home? 

Mr. Lawper. For the American corporation the funds are here in 
the United States. They are invested here. 

Mr. Stmpson. I am seeking the basis—— 

Mr. Lawver. When it goes abroad, when operating abroad, any 
investor that goes abroad assumes far greater risks with respect to 
the money that is taken abroad and invested, than he does at home. 

Mr. Srmpson. It is in the risk area that we are paying for it, that 
is a consideration. 

Mr. Lawper. May I goon and explain what I mean ? 

As, for example, you go abroad, the one thing we have to contend 
with is the uncertainties of the currencies of the countries we go into. 

You take last year alone. My company had to provide $1,800,000 
out of its profits to take care of a provision for unrealized losses in 
the investment of foreign currency working capital abroad. That 
was the equivalent of 42 cents a share. We have to make a provision 
for that in our statements which we file with the Securities and Ex- 
change Commission under the U.S. tax laws. However, we get no 
benefit for that. So you have all those risks. As the currency depre- 
ciates you have to provide more working capital. You are subject 
to the political whims. I think a person that goes abroad is assuming 
a far greater risk. But we are going abroad because we think in the 
long run we are fulfilling a service to our country in helping to main- 
tain the ultimate acne of our own country by doing it. 

Mr. Stpson. You give us an element of risk as one of the reasons 


to justify a tax preferential ? 

Mr. Lawoer. Right. 

Mr. Stmpson. To money earned abroad and reinvested abroad ? 

Mr. Lawoer. The other one is the tax sparing. Just as a munici- 
pality in this country will offer a tax concession to get a business to 
come to that particular area, so countries of Latin America and else- 
where are offering tax incentives to establish a new industry. 
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In the past 2 years we have set up three industries in Latin America 
where we have been granted tax incentives to get those new and basic 
industries 

Under our present tax laws, the U.S. Government in effect nullifies 
that incentive and takes away from the investor the incentive that was 
given to it by the foreign country to bring it there. By increasing 
the amount of U.S. tax we would have to pay by not allowing us a 
credit for the foreign taxes that have been spared—so I think it is 
only equitable that our tax laws should be amended to provide for the 
so-called sparing of tax given by the foreign governments. 

Mr. Srmpson. To the extent this question of risk does not exist it 
would appear to me there is no justification for the tax preferential 
treatment. 

Mr. Lawoper. I think the ultimate of risk exists anytime you go 
abroad. 

Mr. Simpson. There is risk in this country too, is there not ? 

Mr. Lawper. Yes. 

Mr. Stmpson. So my question comes back to the point: How do we 
justify tax preferential treatment abroad and deny it to the earnings 
of a corporation here where there is just as much risk from the stand- 
point of the American citizen perhaps as there is by going abroad in 
certain countries? 

Mr. Lawoer. On tax deferral and tax sparing I do not think you 
are granting a tax concession ; you are merely in the one case deferring 
the tax until the earnings are brought home and distributed to the 
investor. The U.S. investor can go abroad and invest in a foreign 
corporation and obtain that advantage. Most of us, I know, in W. R. 
Grace at least, we would prefer to operate through American corpo- 
ration and operate under the U.S. flag than a foreign flag. 

All that we are asking for is the same thing that is available to 
you through a foreign corporation and also the same tax laws apply- 
ing to you that will enable you to compete more effectively with the 
foreign competition that you have to compete with today in the 
world market. 

Mr. Stmpson. Thank you, sir. 

Mr. Lawper. Thank you. 

The Crarrman. We thank you, sir, for coming to the committee and 
giving us your comments. 

Mr. Lawper. Thank you, sir. 

The CHatrman. The Chair received a letter this morning from 
Mr. Eugene Holman, chairman of the board of the Standard Oil 
Co. of New Jersey with regard to H.R. 5 that the Chair believes ought 
ae in the record expressing the thinking of this gentleman on this 

ill. 

So, without objection, this letter will appear in the record at this 
point. 

(The letter referred to follows :) 


STANDARD Orn Co. OF NEW JERSEY, 
New York, N.Y., July 6, 1959. 
Re H.R. 5. 
Hon. D. 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D.C. 


My Dear Mr. CHAIRMAN: As a company with extensive operations abroad 
and one which is constantly making investments in new ventures as well as 


ries. 
We 
the 
tries 
3 we | 
tates 
nore 
e. 
tion. 
ntial 
here 
rral, 
as a 
: 
| 


172 FOREIGN INVESTMENT INCENTIVE ACT 


adding to its investments in existing businesses throughout the free world, 
Jersey Standard is convinced that the basic U.S. system of taxing income earned 
abroad needs revision. In our opinion H.R. 5 has as its objectives the type of 
improvement we think is in order. 

It seems to us that the changes in our Federal tax law proposed by H.R. 5 
can be justified on their merits quite apart from the national interest in 
increasing private investment abroad. The tax equity of these proposals will, 
we are sure, be fully developed by your committee at the forthcoming hearings 
on H.R. 5. 

These improvements in our tax law would promote and increase private 
foreign investments which we strongly believe to be in the national interest. 
The benefits to our country should far outweigh any temporary loss which 
might result in U.S. Government revenue. Indeed, in the long run, there should 
be an increase in revenue. Private foreign investment abroad simply is good 
for the U.S. economy as indeed it is for the whole free world.- The productive 
capacity of American industry on a worldwide basis would grow and should, in 
turn, result in greater revenue to the U.S. Government. The essential ingredi- 
ent of our free enterprise system has been the opportunity it affords to invest 
skills and capital where they will produce the greatest return. In the interest 
of our own economic growth, we should remove all unnecessary obstacles to 
foreign investments. Enactment of the objectives of H.R. 5 would constitute 
an important step in that direction and I hope that your committee will so 
decide. 

Sincerely yours, 
EUGENE HOLMAN. 


The Cuarrman. Our next witness is Mr. Rowland C. W. Brown. 
Mr. Brown, will you please identify yourself for the record, by 
giving your name and the capacity in which you appear. 


STATEMENT OF ROWLAND C. W. BROWN, ATTORNEY, 
DORR-OLIVER, INC., STAMFORD, CONN. 


Mr. Brown. My name is Rowland C. W. Brown. Iam an attorney 
in the company of Dorr-Oliver, Inc. 

If it please the chairman I would like to submit the entire written 
statement for the record, and skip around a little bit to save time. 

The Cuairman. Without objection, your statement will appear in 
the record. 


(The statement referred to follows :) 


STATEMENT PRESENTED BY ROWLAND C. W. Brown, Dork-OLiver, INC. 


I am Rowland Brown of the firm of Dorr-Oliver, Inc., whose worldwide head- 
quarters are situated in Stamford, Conn. We at Dorr-Oliver appreciate this 
opportunity to comment briefly on H.R. 5, a legislative proposal which we believe 
could have a profound effect on the role which private U.S. capital will play 
in economic development throughout the world. To place my comments within 
a frame of reference, let me simply begin preliminarily by stating that Dorr- 
Oliver is in the process engineering field—from supply of equipment to plant 
design and erection. From the beginning, foreign investment has played an 
important role for our company. I might add at this juncture that we think of 
investment in the broad sense—not only the investment of capital, but perhaps 
even more importantly, investment of technical and managerial skills and other 
human skills and understanding. With subsidiaries operating in Canada, Aus- 
tralia, India, and six European countries, manufacturing representatives in eight 
countries and resident engineers in still others, it is quite clear that we have 
attempted to pattern our marketing, supply, and services to meet the diverse 
needs of customers situated throughout the world confronted with balance-of- 
payment problems, tariff restrictions, and quotas. Serving the mining, metal- 
lurgical, sanitary, chemical, pulp and paper, food processing, pharmaceutical, 


and petroleum industries throughout the world, we at Dorr-Oliver are keenly 
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aware of the vast strides in industrialization that are being undertaken or 
planned. 

Peoples in many countries are today seeking to achieve in a single generation 
and under extremely difficult circumstances what we in the more industrialized 
countries have taken over a century to achieve. What is disturbing, however, 
is that the democratic systems in these countries must achieve these goals and 
fulfill the awakened aspirations of vast multitudes, who until recently had been 
satisfied with living much as their forefathers had for centuries before them, 
or lose out to the opportunistic and militant forces of communism, 

Private capital—and I use this in the broadest sense—can and has played an 
important role in helping to fulfill these aspirations. We are concerned here 
with an examination of how this role can be increased and at the same time 
insure a healthy and increasingly productive U.S. economy. The Secretary 
of the Treasury in his memorandum to your chairman supporting in principle 
the U.S. foreign business corporation, tax sparing and ordinary loss treatment 
of certain foreign investment losses, stated that “the need to enlist the vast 
resources and talents of American enterprise in helping to improve the eco- 
nomics of the less developed countries is particularly important today with a 
hostile Communist bloc actively pressing a massive economic offensive against 
the free world.” I would only add that while the Communist threat accentuates 
this need, U.S. industry is already faced with a challenge in world markets 
the outcome of which will help determine among other things the ability of 
our own economy to continue to grow. 

A great deal has already been said during these hearings and in the many 
studies which have been undertaken by both public and private groups in re- 
cent months with respect to the means by which this challenge can be met 
and the role of private investment. While there may exist some differences 
of opinion among observers with respect to the relative importance of taxes 
in the decision of management to invest abroad, I believe it is fair to say 
that there is virtual unanimity on the point that tax reform represents the 
most important single step which this Government could take to facilitate 
investment. In this regard, the concept of tax deferral and a U.S. foreign 
business corporation has received overwhelming support, not only from busi- 
ness groups but from the various studies which have recently been undertaken 
by the administration. We should respectfully like to add to this growing 
sentiment our own opinion that this proposal provides the soundest and most 
equitable approach to organizing and facilitating the expansion of oversea 
operations. We should like to go on record, therefore, in support of H.R. 5. 

I am quite sure that the essential characteristics of the foreign business 
corporation concept and the argument favoring its adoption are by now well 
known to all the members of this committee. They have been rather fully 
developed in the testimony and studies of one of its original proponents, Mr. 
Ira Wender, and in the statements addressed to this subject by the Machinery 
& Allied Products Institute during the past few years. The advantages of 
this form of tax reform have, of course, been most admirably propounded by 
the sponsor of H.R. 5, Representative Boggs. In the few minutes available 
to me this afternoon, therefore, I believe we can best serve members of this 
committee by analyzing the principal objections and limitations which have 
been advanced with respect to this measure in the light of our own company’s 
experience in operating and investing abroad. 

Briefly these objections might be summarized as follows: 

1. The revenue “loss” would be excessive. 

2. Tax deferral on a worldwide basis represents an inefficient method of 
encouraging new investment in the critical underdeveloped areas. 

3. A feeling, though not too well articulated, that any tax benefit af- 
fecting exports is a form of export subsidy which would give rise to 
criticism from our competitors abroad. 

4. Concern among tax enforcement authorities that it might provide the 
means or “loophole” by which certain persons might indefinitely accumu- 
late substantial foreign portfolio investment free of U.S. income taxes. 

0. And finally, a general objection directed against all incentives to 
foreign investment on the grounds that it fosters the buildup of foreign 
industry at the expense of U.S. production and employment. 

Let me briefly offer our comments with respect to each point before analyzing 
in somewhat greater detail the Treasury’s proposals for dealing with certain 
of these objectives : 
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1. We believe the anticipated revenue loss has been greatly overstated. To 
begin with, in respect to tax deferral we are speaking of postponement, not 
“loss” of revenue, as referred to by the Treasury. Ultimately, these taxes, 
together with the additional revenues whieh will be generated from the fu- 
ture profits of this investment, will flow into the Treasury. Furthermore, 
much of this revenue is already being postponed in the absence of H.R. 5 
through the widespread use of foreign-base corporations. To the degree that 
there is a temporary impairment of revenue, it is directly proportional to the 
new investment which it is facilitating and is in our judgment therefore 
thoroughly justified. 

2. It is suggested that granting tax deferral to investment in the more indus- 
trialized areas will not result in new investment in the underdeveloped areas 
commensurate with the anticipated impairment of revenue. As I will point out 
later, we believe that the needs of U.S, business firms with respect to expanding 
their foreign operations will vary from industry to industry.and company to 
company. For many, investment in Western Europe, or in such growing indus- 
trial centers as Japan or Brazil, is essential to retain markets, meet competi- 
tion, and better serve third markets of the world, and no artificial limitation 
to channel such investment elsewhere would or should have an effect on the 
management decision: in this matter. Investment must follow the needs, the 
resources, and the commercial objectives of the company. The foreign-base 
corporation has been widely used by U.S. companies because, despite its short- 
comings, it meets an essential need in our expanding world trade picture. For 
much the same reasons, the British oversea trade corporation and administra- 
tive rulings in other countries permitting similar oversea operations have been 
utilized by our competitors. While the need for investment in the underdevel- 
oped areas is indeed critical, we do not believe that our basic tax structure 
should become an instrument of foreign economic policy. Tax sparing, treaties, 
various incentive measures designed to meet the special problems of the under- 
developed areas, should be the primary means for accomplishing this special 
task on a crash basis. We do not believe that the foreign business corporation 
falls within this category. Over the long run, however, the facilitating of for- 
eign investment per se will go a long way to produce the desired growth in the 
underdeveloped areas. 

3. The argument of export subsidy loses whatever validity it had when we 
are considering deferment and reinvestment only. Moreover, the events of the 
past year should lay to rest the fears of any unfair competitive position of the 
U.S. exporter. 

4. The matter of unjustified accumulation, personal holding companies, port- 
folio investment, constructive dividends, and other similar possibilities of mis- 
use can, in our judgment, be adequately dealt with without impairing the essen- 
tial characteristics of the foreign business corporation concept. 

5. What is the effect of foreign investment on the U.S. economy? I shan’t 
attempt to answer this many-faceted question here save to cite our own com- 
pany’s experience. We, like most U.S. concerns, would never manufacture 
abroad if we could export the same product. On the other hand, in anticipa- 
tion of losing these markets altogether to foreign or local competition, or to meet 
import restrictions or exchange shortages and the like, we have provided for 
local manufacturing in almost a score of countries. Moreover, in the supply 
of plant facilities or process installations much of the fabrication as well as 
erection is quite naturally supplied locally. What then has been the effect on 
our domestic operations? Over the years it has resulted in greater growth for 
the company, expanded markets, new products and technology—you know this 
exchange of know-how is a two-way street—and growing but changing patterns 
of export sales activities in terms of constant dollars. It has also provided a 
source of stability. The income from our oversea operations has contributed 
much during the recent recession to stabilize our employment in this country 
when faced with excess capacity. We are convinced if we had not aggressively 
expanded abroad, we would not have obtained much of the growth which the 
domestic company has achieved during the past 10 or 12 years. 

Now let us turn to the Treasury’s proposals for coping with some of these 
objections. They would— 

1. limit tax deferral to companies deriving substantially all of their income 
from investments in the underdeveloped countries of the world and reinvest- 
ing such earnings in the same areas; 
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2. eliminate all income from export sales unless they were made to these 
same underdeveloped areas and then only if not more than 50 percent of the 
gross income of the foreign business corporation was derived from exports; 

3. eliminate the 100 percent dividends received credit ; and 

4. restrict the accumulation fo funds in the United States which are not 
reinvested in oversea operation. 

As my previous remarks would suggest, we do not believe the first two are justi- 
fied: we have never seen the logic of the intercorporate dividend tax, and we 
offer no comment on the later. 

The Treasury has ventured the opinion that the enactment of section 2 of H.R. 
5, as limited along the lines just discussed, would have a relatively small impact 
on revenue. It would appear that this is a safe predication. We would also 
venture to add that it would have an equally small effect in facilitating invest- 
ment, particularly manufacturing investment, even in the chosen areas. I say 
this for several reasons. 

It is axiomatic that the mere elimination, reduction, or deferral of taxes does 
not in and of itself create a profitable incentive for investment. Private capital 
is invested abroad in the hopes of obtaining a profit. In other words, there must 
first be profits before taxes can be postponed. 

The manufacturing firm evaluating a possible investment abroad must con- 
sider the present and future market, the ability to continue serving it profitably 
by exports from the United States or alternate established sources in other areas, 
the local investment climate, the availability of the necessary resources of capital, 
management personnel, skilled labor, materials, and the basic infrastructure to 
support such an enterprise, to mention only a few considerations. Tax deferral 
can only facilitate this decision by increasing the amount of profits earned in 
other operations which can be made available for the new investment. Nothing 
more. With respect to the retention of earnings without incidence of U.S. tax, 
this is already available to the foreign subsidiary. ‘The foreign business corpora- 
tion comes into the picture primarily as a means of facilitating the transfer of 
earnings of one subsidiary to another and bringing export and licensing income 
of the parent company into play. Moreover, in such situations, one must not 
forget that we are normally faced with two concurrent taxing jurisdictions, and 
the reduction or elimination of one country’s tax without the other can frequently 
be meaningless. Perhaps a quick review of our own company’s operating ex- 
periences would point up the problem. During the period 1946 through 1958, 
the combined net profits of our oversea subsidiaries, some of which are located 
in underdeveloped areas, have grown almost steadily year by year from a modest 
beginning to a very satisfactory level. However, during the first 4 years, no 
profits were distributed. For the entire period covered over 75 percent of all pro- 
fits earned have been retained in the business. Another interesting point is that 
taxes have taken about 50 percent of the operating income, leaving little in the 
way of U.S. taxes to be deferred. Significantly, exports, engineering fees, royal- 
ties, ete., would have provided the only significant source of capital outside of the 
parent company’s assets for new investment elsewhere in the world. This ex- 
perience would lead us to the following conclusions with respect to any new 
investment by a foreign business corporation in one of the underdeveloped 
countries. 

1. The initial investment would have to come from funds already subject 
to U.S. taxes, thus making the initial selection as between one of the more 
industrialized countries or one falling within the preferred treatment, a neutral 
one at least as far as tax consequences were concerned. 

2. The initial investment by the foreign business corporation in the under- 
developed areas could not normally be expected to produce much in the way of 
profits during the early startup years, except from exports by the parent corpora- 
tion to these areas. 

3. When operations had reached a profitable level, chances are that such 
profits would be reinvested to a substantial degree. 

4. When profits had reached a sufficient level and working capital require- 
ments had been met sufficiently to permit remittance of dividends to the foreign 
business corporation for use in other investments, it is quite likely that the 
probable effective foreign tax rate would be sufficiently high to negate any 
advantage accruing from tax deferral. 

This leads us to believe that unless income from established investments in 
other areas of the world, as well as income from exports, licensing, technical 
and management services, ete., can qualify for deferral purposes, one could 
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expect little in the way of increased investment in the underdeveloped areas 
arising from the foreign business corporation. 

The claim, of course, might still be raised that the mere adoption of such a 
provision would provide an immediate stimulus for U.S. business firms to commit 
new funds in these areas. I would suggest, however, that management must 
necessarily select the most profitable use of its human and financial resources 
and is constantly faced with the dilemma of weighing long- and short-term 
competing needs. Companies, such as our own, recovering from a severe capital 
goods recession, faced with strong competition from abroad and inflationary 
pressures at home, ire hard pressed to divert U.S. earnings at this stage to new 
investment in the underdeveloped areas. The tendency is, therefore, to turn 
to the income from existing oversea operations, and here the already available 
foreign tax sanctuary, even with its attendant difficulties, offers a more prac- 
tical and useful approach to business firms than the Treasury proposal. 

Secondly, aside from not generating investment income, the emasculated 
version of the foreign business corporation has serious inherent weaknesses 
from an operational sense. One of the basic merits of the foreign business 
corporation approach, in the form provided in H.R. 5, is the means which it 
provides for establishing all ofthe international operations of the company 
under a single organization which is entirely in keeping with sound administra- 
tive and commercial considerations. The actual form of operations, be it sub- 
sidiary, licensing, or manufacturing representation, or export activities or com- 
bination thereof, are apt to vary from country to country depending on special 
circumstances. Thus, a company is likely to find itself in a mixture of operations 
reflecting the different stages of development in various countries. 

Under the Treasury proposal the foreign business corporation would be lim- 
ited to doing business in “underdeveloped areas,” a term which remains undefined. 
Would this mean that only those countries whose per capita income was, say, 
less than $200, would come within the purview of the foreign business corpor- 
ation? In this case we might find ourselves able to do business in Bolivia but not 
in Chile, Brazil, or Argentina; in Pakistan, but not in Malaya; in Egypt, but not 
in Turkey. I don’t need to elaborate as to what this would mean from an 
organizational sense. If on the other hand, all of Latin America, free Asia, 
and Africa were included, the question might well be raised with respect to 
the justification for omitting Greece, Spain, Ireland, and even southern Italy, 
which are striving to build up their rate of economic development and encour- 
aging foreign investment. Might not a country, for example, be considered 
developed for purposes of the textile industry, but undeveloped for purposes of 
new investment in pharmaceutical, chemical, or metalworking industries? 
Are our taxing authorities then to become the arbiters of what countries are 
within the pale? If Brazil or Israel should, for instance, raise their industrial 
production above the qualifying level, what would be the implications for the 
foreign business corporation operating in these countries? 

If these are valid weaknesses in the Treasury approach, and we believe they 
are, the issue then becomes primarily a matter of determining whether the 
anticipated temporary impairment of revenue, realistically arrived at, justifies 
the adoption of these highly artificial limitations and the virtual forcing of 
U.S. companies to base the management of their oversea operations outside the 
United States. 

While we would agree with the Secretary of the Treasury that our resources 
must be carefully shepherded to meet the diverse challenges which confront us 
from the Sino-Soviet bloc, from our competitors in the Western democracies and 
the inflationary pressures in this country, I would suggest that section 2 of 
H.R. 5 and the other supporting provisions therein provide a sound investment 
for the U.S. Treasury. The preamble of the bill itself states that its purpose 
is to encourage private investment abroad and thereby promote American 
industry and reduce Government expenditures for economic assistance. We at 
Dorr-Oliver believe that these provisions meet these objectives. 


The Cuatrman. You are recognized for 10 minutes, Mr. Brown. 

Mr. Brown. Just preliminary, in order to put my remarks in some 
frame of reference, our company is in the supply and process engi- 
neering equipment field, including the design of processing installa- 
tions and complete plants. 

Although we are a relatively small company, from the beginning 
foreign investment has played an important role. We have subsid- 
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iaries in Canada, Australia, India, and six European companies and 
manufacturing representatives in eight others. 

In brief, our company supports H.R. 5, and I think my main con- 
tribution here today in the few minutes I have would be to briefly 
review the objections which have been raised with respect to H.R. 
5, in particular the foreign business corporation, which we are 
strongly in favor of and analyzing in light of our own company’s 
experiences, 

These objections are listed on page 4 of our statement. 

Briefly they might be summarized as follows: 

One. The revenue “loss” would be excessive. 

Two. Tax deferral on a worldwide basis represents an inefficient 
method of encouraging new investment in the critical underdevel- 
oped areas. 

Three. <A feeling, though not too well articulated, that any tax 
benefit affecting exports is a form of export subsidy which would give 
rise to criticism from our competitors abroad. 

Four. Concern among tax enforcement authorities that it might 
provide the means or “loopholes” by which certain persons might 
indefinitely accumulate substantial foreign portfolio investment free 
of U.S. income taxes. 

Five. And finally, a general objection directed against all incen- 
tives to foregn investment on the grounds that it fosters the buildup 
of foreign industry at the expense of U.S. production and employ- 
ment. 

Let me briefly offer our comments with respect to each point, be- 
fore analyzing in somewhat greater detail Treasury’s proposals for 
dealing with certain of these objections. 

1. We believe the anticipated revenue loss has been greatly over- 
stated. To begin with in respect to tax deferral, we are speaking of 
postponement, not loss of revenue, as referred to by the Treasury. 
Ultimately, these taxes together with the additional revenues which 
will be generated from the future profits of this investment will flow 
into the Treasury. Furthermore, much of this revenue is already 
being postponed in the absence of H.R. 5 through the widespread use 
of foreign base corporations. To the degree that there is a tempor- 
ary impairment of revenue, it is directly proportional to the new 
investment which it is facilitating and is in our judgment therefore 
thoroughly justified. 

2. It is suggested that granting tax deferral to investment in the 
more industrialized areas will not result in new investment in the un- 
derdeveloped areas commensurate with the anticipated impairment of 
revenue. As I will point out later, we believe that the needs of U.S. 
business will vary from industry to industry, and company to com- 

any. For many, investment in Western Europe, or in such growing 
industrial centers as Japan, or Brazil, is essential to retain markets, 
meet competition, and better serve third markets of the world, and 
no artificial limitation to channel such investment elsewhere would or 
should have an effect on the management decision in this matter. 
Investment must follow the needs, the resources and the commercial 
objectives of the company. 

The foreign base corporation has been widely used by U.S. com- 
panies because, despite its shortcomings, it meets an essential need in 
our expanding world-trade picture. For much the same reasons the 


eas 
ba 
mit 
ust 
Ces 
rm 
ital 
ary 
ew 
ble a 
ted 
ses 
eSS 
ny 
ra- 
ub- 
‘jal 
ms 
im- 
ed. 
ay, 
or- 
not 
not 
an 
ia, 
to 
ly, 
ur- 
“ed 
of 
PS? 
ire 
ial 
the 
ey 
che 
ies 
of 
he : 
us 
nd 
of 
nt 
se 
an 
at 
ig 
ne 
ri- 
a- 
1g 
d- 


178 FOREIGN INVESTMENT INCENTIVE ACT 


British Overseas Trade Corp. and administrative rulings in other 
countries permitting similar overseas operations have been utilized by 
our competitors. While the need for investment in the underdeveloped 
areas is indeed critical, we do not believe that our basic tax structure 
should become an instrument of foreign economic policy. Tax spar- 
ing, treaties, various incentive measures designed to meet the special 
problems of the underdeveloped areas should be the primary means 
for accomplishing this special task on a crash basis. We do not be- 
lieve that the foreign business corporation falls within this category. 
Over the long run, however, the facilitating of foreign investment 

r se will go a long way to produce the desired growth in the under- 
ed areas. 

3. The argument of export subsidy loses whatever validity it had 
when we are considering deferment and reinvestment only. More- 
over, the events of the past year should lay to rest the fears of any 
unfair competitive position of the U.S. exporter. 

4. The matter of unjustified accumulation, personal holding com- 
panies, portfolio investment, constructive dividends, and other similar 
possibilities of misuse can, in our judgment, be adequately dealt with 
without impairing the essential characteristics of the foreign busi- 
ness corporation concept. 

5. What is the effect of foreign investment on the U.S. economy? 
T shan’t attempt to answer this many faceted question here save to cite 
our own company’s experience. We, like most U.S. concerns, would 
never manufacture abroad if we could export the same product. On 
the other hand, in anticipation of losing these markets altogether to 
foreign or local competition, or to meet import restrictions or, ex- 
change shortages and the like, we have provided for local manufactur- 
ing in almost a score of countries. Moreover, in the supply of plant 
facilities or, process installations, much of the fabrication as well as 
erection is quite naturally supplied locally. What then has been the 
effect on our domestic operations? Over the years it has resulted in 
greater growth for the company, expanded markets, new products 
and technology—you know this exchange of knowhow is a two-way 
street—and growing but changing patterns of export sales activities 
in terms of constant dollars. 

It has also provided a source of stability. The income from our 
overseas operations has contributed much during the recent. recession 
to stabilize our employment in this cotintry when faced with excess 
capacity. We are convinced if we had not aggressively expanded 
abroad, we would not have obtained much of the growth which the 
domestic company has achieved during the past 10 or 12 years. 

Tax deferral in the foreign business corporation would facilitate 
new investment overseas without diverting scarce domestic funds 
we have for further investment in the United States. 

Let us turn to the Treasury’s proposals for coping with some of 
these objections. They are: 

1. Limit tax deferral to companies deriving substantially all of 
their income from investments in the underdeveloped countries of the 
world and reinvesting such earnings in the same areas. 

2. Eliminate all income from export sales unless they were made 
to these same underdeveloped areas and then only if not more than 
50 percent of the gross income of the foreign business corporation 
was derived from exports. 
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3. Eliminate the 100 percent dividends received credit. 

4. Restrict the accumulation of funds in the United States which 
are not reinvested in overseas operation. 

As my previous remarks would suggest, we do not believe the first 
two are justified, we have never seen the logic of the intercorporate 
dividend tax, and we offer no comment on the latter. 

The Treasury has ventured the opinion that the enactment of sec- 
tion 2 of H.R. 5, as limited along the lines just discussed, would 
have a relatively small impact on revenues. I believe this is a safe 
prediction. We would also venture to add that it would have an 
equally small effect in facilitating investment, even in these areas, 
particularly in manufacturing investment. 

The manufacturing firm evaluating a possible investment abroad 
must consider the present and future market, the ability to continue 
serving it profitably by exports from the United States or alternate 
established sources in other areas, the local investment climate, the 
availability of the necessary resources of capital, management, per- 
sonnel, skilled labor, materials, and the basic infrastructure to sup- 
port such an enterprise, to mention only a few considerations. 

Tax deferral at this point can only facilitate this decision by in- 
creasing the amount of profits earned in other operations which can 
be made available for the new investment. Nothing more. With 
respect to the retention of earnings, without incidence of U.S. tax, 
this is already available to the foreign subsidiary. The foreign busi- 
ness corporation comes into the picture primarily as a means of 
facilitating the transfer of earnings of one susbidiary to another and 
ae export and licensing income of the parent company into 

ay. 

The reduction or elimination of one country’s tax however with- 
out the other can frequently be meaningless. a a quick review 
of our own company’s operating experience would point up the 
roblem. 

i During the period 1946 through 1958, the combined net profits of 
our overseas subsidiaries, some of which are located in underdeveloped 
areas, have grown almost steadily year by year from a modest begin- 
ning to a very satisfactory level. However, during the early thirties, 
no profits were distributed to the parent company. For the entire 
period covered over 75 percent of all profits earned had been retained 
in the business. 

The taxes on the income of these subsidiaries has averaged about 50 
percent, leaving little in the way of U.S. taxes to be deferred. 

Significantly, exports, engineering fees, royalties, et cetera, would 
have provided the only significant source of capital outside of the 
arent company’s capital for new investment elsewhere in the world. 

his experience would lead us to the following conclusions with re- 
spect to any new investment by foreign business corporation in one 
of the underdeveloped countries. 

1. The initial investment would have to come from funds already 
subject to U.S. taxes, thus making the initial selection as between one 
of the more industrialized countries or one falling within the preferred 
sng a neutral one at least as far as tax consequences were con- 
cerned. 
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2. The initial investment by the foreign business corporation in the 
underdeveloped areas could not normally be expected to produce much 
in the way of profits during the early startup years, except from ex- 
ports by the parent corporation to these areas. 

3. When operations had reached a profitable level, chances are 
that such profits would be reinvested to a substantial degree. 

4. When profits had reached a sufficient level and working capital 
requirements had been met sufficiently to permit remittance of divi- 
dends to the foreign business corporation for use in other investments, 
it is quite likely that the probably effective foreign tax rate would be 
sufficiently high to negate any advantage accruing from tax deferral. 

This has been true in the case of India for us. 

This leads us to believe that unless income from established profit 
and investments in other areas of the world, where the tax rates are 
less than the U.S. rates, as weH as income from exports, licensing, tech- 
nical and management services, et cetera, can qualify for deferral pur- 
poses, one could expect little in the way of increased investments in 
the underdeveloped areas arising from the foreign business corpora- 
tion. 

The claim, of course, might still be raised that the near-adoption of 
such a provision would provide an immediate stimulus for U.S. busi- 
ness firms to commit new funds in these areas. 

We submit that the management must necessarily select the most 
profitable use of human and financial resources and constantly faced 
with the alternative investments in the United States and abroad and 
the promise of future deferral of income in these areas would not be a 
decisive factor in determining a management decision with regard to 
committing new U.S. funds. 

Secondly, aside from not generating investment income, the emas- 
culated version of the foreign business corporation as proposed by the 
Treasury has serious inherent weaknesses from-an operational sense. 

One of the basic merits of the foreign business corporation ap- 
prow, in the form provided in H.R. 5, is the means which is provides 

or establishing all of the international operations of the company 
under a single organization. 

This morning during the testimony of the representative of the 
Treasury we discussed the problem of defining underdeveloped areas. 
I think in the course of the analysis of what constituted such an 
underdeveloped area, the problem became quite evident, the problems 
facing a company trying to operate an integrated operation abroad 
being able to do business in one country but not in another, the situa- 
tion has arisen when a country no longer qualified as an underdevel- 
oped area or countries which are relatively underdeveloped with re- 
spect to investment, for instance, in pharmaceutical, chemical, metal- 
working, but perhaps relatively well developed in terms of textile 
industry or some other form of industry. In other words, the prob- 
lem from strictly an administrative or operational manner arising 
from the limitation with respect to underdeveloped areas we believe 
is a serious defect in the proposal. 

Thank you very much. 

The Cuatrman. Mr. Brown, we thank you, sir, for giving us your 
views on this subject. 
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Our next witness is Dr. Richard P. Momsen. Please identify our- 
self for the record, giving your name and the capacity in which you 
appear. 


STATEMENT OF RICHARD P. MOMSEN, AMERICAN CHAMBERS OF 
COMMERCE FOR BRAZIL, RIO DE JANEIRO, AND SAO PAULO, 
BRAZIL 


Mr. Momsen. My name is Richard P. Momsen. I am appearing 
on behalf of the American Chambers of Commerce for Brazil located 
in the cities of Rio de Janeiro and Sao Paulo. My address is Rio de 
Janeiro, Brazil. And in this country 70 Pine Street, New York. 

The CuatrmMan. You are recognized, Mr. Momsen, for 5 minutes. 

Mr. Momsen. I wish to thank you for the opportunity of speaking 
on behalf of the American chambers of commerce for Brazil which 
are located in the cities of Rio and Sao Paulo. I have reduced my 
remarks so that it will be well within the time allotted. 

The CHarrmMan. Your entire statement, however, Doctor, will ap- 
pear in the record without objection. 

(The statement follows :) 


STATEMENT OF RicHARD P. MOMSEN, DIRECTOR, ON BEHALF OF THE AMERICAN 
CHAMBERS OF COMMERCE FOR BRAZIL, RIO DE JANEIRO, AND SAO PAULO, BRAZIL 


Mr. Chairman and gentlemen of the committee, my name is Richard P. 
Momsen. 

I wish to thank you for the opportunity of speaking on behalf of the Ameri- 
can Chambers of Commerce for Brazil which are located in the cities of Rio de 
Janeiro and Sio Paulo. As a member of the American community in Brazil 
from 1913, I have been associated with the chambers since their organization 
and am a director of the Rio Chamber. These organizations have been of great 
value in promoting business relations and strengthening thef riendly commercial 
and cultural ties between Brazil and the United States. 

We have always availed ourselves of every opportunity to cooperate with 
Members of our Congress and during the Interparliamentary Union Confer- 
ence in Rio last year it was our privilege to meet with Congressman Boggs and 
to discuss problems and policies affecting American trade and investments in 
Brazil. 

I think it is significant that President Eisenhower directed his Fourth of 
July message to the 2% million Americans outside the United States—a further 
proof of the importance of our legislation and policies in the international field. 

Our chambers have been active in the matter of taxation on income of U.S. 
citizens and companies earned abroad. Although the importance of the subject 
has been developing rapidly in recent times, our interest in it dates back many 
years as evidenced by a statement I made as President of our chamber in Rio 
entitled “Americans Abroad and the Income Tax” which was published by the 
late Senator Jones of the State of Washington on page 3499 of the Congressional 
Record of 1926. 

Before commenting on some of the specific provisions of H.R. 5 I would like 
to state that the American Chambers of Commerce for Brazil have for many 
years advocated amendments to our income tax legislation whereby the present 
concept of taxation on the basis of nationality would be-charged to that of tax- 
ation on the basis of the source of income. We therefore welcomed the treat- 
ment granted to nonresident American citizens with respect to the tax on foreign 
earned income, but we have felt there should be added inductments for foreign 
investment by individual citizens. Likewise we welcomed the special rate for 
Western Hemisphere trade corporations but this has to some extent become of 
diminished value in Brazil because of changes in Brazilian tax laws and local 
conditions. 

The Boggs bill, in our opinion, is a big step in the right direction and should 
be enacted. 
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Brazil, the largest so-called underdeveloped country of our sister Republics in 
the Western Hemisphere, has since World War II, and because of President 
Kubitschek’s policies, been rapidly becoming industrialized. American manu- 
facturers have been welcome to establish new industries. In many fields, how- 
ever, such as those of automotive products, chemicals and drugs, there is strong 
competition with European organizations. Whatever profits are earned must 
at the present time as.a general rule be reinvested to provide for expansion 
and especially to meet the challenge of inflation which has created a shortage of 
working capital. Under these circumstances, any additional burden imposed 
by U.S. taxation on top of Brazilian taxation becomes a great handicap to 
American investors in Brazil, who are at a great disadvantage compared with 
local investors who pay only the Brazilian tax, and European investors whose 
countries either grant total or partial exemption, or special treatment on 
foreign income. 

Specifically we favor the Boggs bill because in the first place by creating a 
foreign business corporation it does away with the need of establishing subsidi- 
aries in the so-called tax haven countries. In addition to avoiding the cumber- 
some and expensive method of carrying out foreign operations through 
corporations in certain other countries, there are other good reasons for its 
adoption. I know of at least one instance in Brazil where a Panamanian cor- 
poration, the holder of stock in a Brazilian corporation, was criticized by the 
Brazilian authorities on the ground that it was seeking to escape U.S. taxation, 
with the inference that Brazil was also no doubt being prejudiced taxwise. One 
can also readily visualize a situation in which a Panamanian stockholder of a 
corporation located in Latin America is denied the right to remit profits or 
dividends to the United States, and because of lack of a trade balance with 
Panama is also denied the right to send dividends or profits there. 

Brazil recently placed restrictions upon royalties and know-how and we are, 
therefore, especially pleased that these items are included as income of foreign 
business corporations in the Boggs bill. 

The next point relates to section 3, permitting the transfer of property from 
a U.S. corporation to a foreign corporation to be used in the active conduct of 
a trade or business abroad. Elimination of the need of prior approval is very 
important in situations where certain time limitations have to be met abroad 
under requirements of the country where the property is located. For this and 
other reasons we are of the opinion that this provision is a desirable one. 

With reference to the proposal of extending the 14-percentage-point tax reduc- 
tion now limited to the Western Hemisphere to other areas of the world, inasmuch 
as American business in other continents is subject to the same handicaps as in 
this hemisphere, we feel that American business should be given tax incentives 
throughout the free world without geographical restrictions. It is our under- 
standing that the bill would extend the same treatment to foreign business in- 
come, received by an international trade corporation, from a subsidiary which 
had earned such income. Under Brazilian law, income of a Brazilian corporation 
is taxed against the corporation, and only against the stockholder when profits 
are distributed, whereas in the case of a branch, in addition to the corporate tax 
there is also an income tax on the head office abroad irrespective of distribution, 
This situation has greatly reduced the use of the Western Hemisphere trade cor- 
poration in Brazil and extension of its benefits to Brazilian subsidiary corpora- 
tions would be very helpful as an inducement for American investors to enter 
Brazil. 

It has not been possible in this brief period to comment upon all of the pro 
visions of the bill but we feel that we should not quibble because it does not 
provide for any relief for individual investors covering unearned income from 
foreign securities and other inevstments, but which we hope will be the subject 
of some later legislation. ° 

The American Chambers of Commerce for Brazil, however, earnestly hope that 
H.R. 5 will be enacted during the present session of Congress. We are satisfied 
that it will help prove the argument that tax incentives are among the important 
factors in extending American business and investments abroad. And we fur 
ther hope that Congress will continue its study of our taxation on American 
business and investments in foreign countries and place our businessmen on a 
more equal footing with their competitors. 


I thank you. 
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Mr. Momsen. Yes. 

We have always availed ourselves of every opportunity to coop- 
erate with the Members of our Congress and during the Interparlia- 
mentary Union Conference in Rio last year it was our privilege to 
meet with Congressman Boggs and discuss problems and policies af- 
fecting American trade and investments in Brazil. I think it is sig- 
nificant that President Eisenhower directed his Fourth of July mes- 
sage to the 214 million Americans outside the United States, a fur- 
ther proof of the importance of our legislation and policies in the 
international field. 

Before commenting on some of the specific provisions of H.R. 5, I 
would like to state that the American Chambers of Commerce for 
Brazil have for many years advocated amendments to our income tax 
legislation whereby the present concept of taxation on the basis of na- 
tionality would be changed to that of taxation on the basis of source 
of income. The Boggs bill, in our opinion, is another step in the right 
direction and should be enacted. 

Brazil, the largest so-cailed underdeveloped country of our sister 
republics in the Western Hemisphere, has since World War II, and 
because of President Kubitschek’s policies, been rapidly becoming in- 
dustrialized. The American manufacturers have been welcomed to 
establish new industries. In many fields, however, such as those of 
automotive products, chemicals, and drugs, there is strong competition 
with European corporations. Whatever profits are earned must at 
the present time, as a general rule, be reinvested to provide for ex- 
pansion and especially to meet the challenge of inflation which has 
created a shortage of working capital. Under these circumstances, 
any additional burden imposed by U.S. taxation on top of Brazilian 
taxation becomes a great handicap to American investors in Brazil 
who are at a great disadvantage compared to local investors who pay 
on the Brazilian tax and European investors whose countries either 
grant total or partial exemption or special treatment on foreign in- 
come. 

Specifically we favor the Boggs bill because in the first place by 
creating a foreign business corporation it does away with the need 
to establish subsidiaries in the so-called tax-haven countries. In ad- 
dition to avoiding the cumbersome and expensive method of carrying 
out foreign operations through corporations in certain other coun- 
tries, there are other good reasons for its adoption. I know of at 
least one instance in Brazil where a Panamanian corporation, the 
holder of stock in a Brazilian corporation, was criticized by the 
Brazilian authorities on the grounds that it was seeking to escape 
U.S. taxation with the inference that Brazil was also no doubt being 
prejudiced taxwise. One can also readily visualize a situation in 
which a Panamanian stockholder of a corporation located in Latin 
America is denied the right to remit profits or dividends to the United 
States and because of lack of trade balance with Panama is also de- 
nied the right to send dividends or profits there. 

Brazil recently placed restrictions upon royalties and know-how. 
We are therefore especially pleased that these items are included as 
income of foreign business corporations in the Boggs bill. 

The next point relates to section 3 permitting the transfer of prop- 
erty from the U.S. corporation to a foreign corporation to be used in 
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the active conduct of a trade or business abroad. Elimination of the 
need of prior approval is very important in situations where certain 
time limitations have to be met abroad under requirements of the 
country where property is located. For this and other reasons we are 
of the opinion that this provision is a desirable one. 

With reference to the proposal of extending the 14 percentage point 
tax reduction now limited to the Western Hemisphere to other areas 
of the world, inasmuch as American business in other continents is 
subject to the same handicaps as in this hemisphere, we feel that 
American business should be given taxation incentives throughout 
the free world without geographical restrictions. It is our under- 
standing that the bill would extend the same treatment to forei 
business income received by an international corporation from a sub- 
sidiary which earns such income. 

It has not been possible in this brief period to comment upon all 
the provisions of’ the bill, but we feel that we should not quibble 
because it does not provide for any relief for individual investors 
covering unearned income from foreign securities and other invest- 
ments, but which we hope will be the subject of some later legislation. 

The American Chambers of Commerce of Brazil, however, earnestly 
hope that H.R. 5 will be enacted during the present session of Con- 
gress. We are satisfied that it will help prove the argument that tax 
incentives are among the important factors in extending American 
business investments abroad, and we further hope that Congress will 
continue its study of our taxation on American business and invest- 
ments in foreign countries and place our businessmen on a more equal 
footing with their competitors. 

I thank you. 

The CuatrmMan. We thank you, sir, for bringing to us the views of 
oe American Chambers of Commerce in Brazil. We appreciate your 

oing so. 

Mr. Bocas. Mr. Chairman, if I may. 

The Cuarrman. Yes. 

Mr. Bocas. I would like to make the observation that the work 
that Dr. Momsen and his associates have done in Rio and Sao Paulo 
is quite inspiring to an American going to Brazil. I congratulate 
you, sir. Thank you very much. 

The Cuatrman. Our next witness is William P. McClure. 

Please identify yourself for the record, giving your name and ad- 
dress and the capacity in which you appear. 


STATEMENT OF WILLIAM P. McCLURE, THE COCA-COLA 
EXPORT CORP. 


Mr. McCuvure. My name is William P. McClure, 626 Washington 
Building, Washington, D.C. I am an attorney and represent the 
Coca-Cola Export Corp. 

The Cuatrrman. You are recognized for 10 minutes. 

Mr. McCuoure. In order to be well within the time limit, I have 
severely pruned my prepared statement and therefore I request that 
my prepared statement be included in the record in full. 

The Cuarrman. Without objection the entire statement will ap- 
pear in the record. 
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(The statement follows :) 


STATEMENT OF WILLIAM P. McCLurRE, ON BEHALF OF THE CocA-CoLA Export 
Corp. 


My name is William P. McClure, 626 Washington Building, Washington, D.C. 
I am an attorney and represent the Coca-Cola Export Corp., 515 Madison Avenue, 
New York, N.Y., a U.S. corporation which sells Coca-Cola products either 
directly or through foreign subsidiaries around the free world outside of the 
United States, Canada, and Cuba. 

Mr. James A. Farley, chairman of the board of the Coca-Cola Export 
Corp., was very anxious to appear before this committee in support of H.R. 5, 
introduced by Congressman Boggs. However, due to previous business com- 
mitments Mr. Farley is obliged to remain in Europe during these hearings. 
Mr. Farley has asked me to express his regret to this committee and to ask 
the committee to accept as part of the record a statement which he prepared 
and would have personally delivered to this committee but for the trip to 
Europe. I, therefore, request this committee to receive as part of the record 
this statement of Mr. James A. Farley. 

In Mr. Farley’s absence I have requested permission to appear before this 
committee for the purpose of urging the enactment of H.R. 5 and to discuss 
briefly the two sections which the Coca-Cola Export Corp. believes to be of the 
greatest immediate importance for the improvement of the present system of 
taxing foreign source income—section 2 which would permit the use of a foreign 
business corporation and section 5 which would permit an alternative limitation 
for the foreign tax credit. 

Since there has already been considerable testimony on section 2 of H.R. 5, 
I will limit my remarks on this section. A foreign business corporation as 
proposed by section 2 of H.R. 5 would stimulate foreign investment by U.S. 
business concerns by permitting an eligible domestic company to defer the U.S. 
tax on its income earned abroad provided such income is reinvested abroad. 
In addition, it would permit the management of a U.S. corporation to make its 
decisions whether to operate abroad by a foreign branch or by a foreign subsid- 
jiary based on business considerations rather than on the U.S. tax aspects of the 
operation. On a great many occasions under present law, decisions are made 
by management to operate through foreign subsidiaries because of the deferral 
of taxation even though on the basis of nontax considerations it would have 
been far better to conduct their foreign operations by means of branches. For 
example, in many situations there is a great risk in placing substantial world- 
wide assets in foreign corporations and therefore under the control of a foreign 
country which potentially may be subject to political and economic upheavals, 
may impose onerous taxation or be overrun by hostile powers. Further, in many 
eases U.S. diplomatic assistance is more readily available to a branch of a U.S. 
company than to a foreign company even though it is a subsidiary of a U.S. 
company. Also, the operation of a foreign subsidiary often requires the transfer 
of management personnel abroad which is undesirable from an operating stand- 
point. 

We all recognize that tax considerations will always be of great importance 
in the decisions of management. However, it is submitted that the choice of 
the form of enterprise should not result in such substantial differences as those 
present in foreign operations; i.e., the use of a branch which requires taxation 
currently of income as earned even though not returned to the United States 
compared to the use of a foreign subsidiary the income of which is effectively 
taxed only as dividends are paid to its domestic parent. Certainly the use of 
a foreign business corporation is a practical solution to the problem and one 
which would result in substantial incentives to foreign investment without 
causing a permanent loss in revenue. 

I turn now to the provisions of section 5 of H.R. 5 and to the provisions of 
five separate bills which would accomplish the same result: (1) H.R. 2400, 
introduced by Congressman A. 8S. Herlong, Jr.; (2) H.R. 2362, introduced by 
Congressman Richard M. Simpson; (3) H.R. 3035, introduced by Congressman 
Thaddeus M. Machrowicz; (4) H.R. 3861, introduced by Congressman Frank 
Ikard; and (5) H.R. 7141, introduced by Congressman Victor A. Knox. At the 
present time the Coca-Cola Export Corp. pays or is deemed to pay more than 52 
percent of its foreign income as income taxes to foreign countries. Nevertheless, 
the United States superimposes still a further tax on this foreign income so that 
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the total effective tax rate on such income is substantially above 52 percent and 
substantially above the tax imposed on it at its sources. This is the result 
of the so-called per country limitation on the foreign tax credit contained in 
section 904 of the Internal Revenue Code of 1954. 

Before dealing with this limitation, it might be well to spaak briefly of the 
foreign tax credit itself. The foreign tax credit as allowed by section 901 of the 
1954 code is designed to prevent double taxation of income derived from foreign 
sources. This is accomplished by allowing income, war profits, and excess 
profits taxes paid or accrued to a foreign country or possession of the United 
States to be used as credits against the U.S. income taxes imposed on such 
foreign source income. Section 904, however, contains the so-called per country 
limitation. Under this provision, which requires the separate treatment of each 
foreign country for foreign tax credit purposes, the income generated in each 
foreign country and the taxes imposed by each foreign country are separately 
determined. The credit associated with each segment of income is then limited 
to the lesser of the foreign tax actually paid or the tax which the United States 
imposes on such income. : 

As an illustration, assume an American corporation operating both in Holland, 
which levies an income tax at a rate of approximately 45 percent, and in 
India, which levies an income tax at a rate of approximately 60 percent. Let 
us further assume that the taxpayer has pretax income of $10,000 in each 
country. The credit allowed for taxes paid to Holland is limited to $4,500, the 
amount actually paid to that country, whereas the credit allowed for taxes 
paid to India is restricted by the per country limitation to $5,200, the amount 
of tax which the United States levies on such income, although $6,000 was paid 
to India as income taxes. In these circumstances, the American corporation 
earns $20,000 abroad on which it pays foreign taxes of $10,500, which is more 
income tax than the United States would exact if this $20,000 were earned 
within the United States. Nevertheless, as a result of the per country limita- 
tion the United States exacts still another $700 with respect to this income. 

Section 5 of H.R. 5 and the five other bills covering the same subject would 
allow a taxpayer in such a situation to treat collectively all foreign income and 
all foreign income taxes paid for purposes of determining the credit against 
U.S. taxes on foreign income. Under no circumstances could any of the foreign 
taxes be used as a credit against U.S. tax on income from U.S. sources. 

The old limitation provisions of the 1939 code in many instances denied a 
full credit against the U.S. tax on foreign income by subjecting the credit for 
foreign taxes to two separate types of limitation: the “overall” limitation and 
the “per country” limitation. The “overall” limitation worked a hardship on 
some taxpayers by discouraging a company operating profitably in one foreign 
country from going into another country where it may expect to operate at a 
loss for a few years, As heretofore stated, the ‘per country” limitation operated 
to deny full credit to many other taxpayers operating simultaneously in several 
foreign countries. In the 1954 code the adverse effect of the “overall” limita- 
tion was corrected simply by eliminating this provision from the code. The 
proposed bills would complete the correction of the foreign tax credit limitation 
provision and permit a full credit for foreign income tax payments to the extent 
of the U.S. taxes imposed on all foreign income. Technically, the proposed 
bills would provide that either the “per country” or the “overall” limitation 
would apply, whichever permitted the greater credit. The proposed bills would 
therefore achieve fairness in the treatment of all taxpayers with foreign source 
income while at the same time still carefully confining the foreign tax credit to 
the amount of U.S. tax imposed on income from foreign sources. 

The enactment of the provisions of section 5 of H.R. 5 would to some extent 
do away with the competitive disadvantage which now prejudices many U.S. 
taxpayers operating abroad. This is so since taxpayers doing business in several 
foreign countries could under the proposed legislation use part of their tax- 
payments to a high tax rate country effectively to reduce the additional U.S. 
taxes on their income from a low tax rate country. Further, the provisions of 
section 5 would tend to encourage U.S. taxpayers operating abroad to expand 
their foreign operations, since taxpayers operating in low rate countries would 
tend to expand their operations to include high rate countries and vice versa. 
The encouragement of the development of operations in high-rate countries, such 
as many European countries, would be in line with the U.S. foreign policies of 
strengthening the ties with our allies. On the other hand, the encouragement 
of the development of operation in the low-rate countries would also be con- 
sistent with American foreign policy of stimulating the flow of American invest- 
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ment to those countries which are for the most part the undeveloped countries. 

Turning now for a moment to the Treasury Department report on section 5 of 
H.R. 5, the Treasury Department evidently is not opposed to that section in 
principle. However, the Treasury Department opposes the enactment of sec- 
tion 5 of H.R. 5 in its present form on the grounds that the loss in revenue 
would be greater than it previously estimated. 

Two years ago Congressmen Herlong and Simpson introduced in the 85th 
Congress H.R. 6248 and H.R. 7247, respectively. These bills would have accom- 
plished the same result as section 5 of H.R. 5 and the five other pending bills 
previously mentioned. In reporting on H.R. 6248 and H.R. 7247 2 years ago, the 
Treasury Department estimated the annual loss in revenue from the enactment 
of those bills at $15 million. In preparing its report on section 5 of H.R. 5, 
however, the Treasury Department evidently has more recently found a single 
company which alone would have secured an additional usable foreign tax credit 
of approximately $19 million if the provisions of section 5 of H.R. 5 had been 
in the law in 1955. It is submitted that the revenue estimate of the Treasury 
Department of 2 years ago is probably accurate, and that this one instance 
of an additional $19 million, if accurate, probably arises as a result of most unique 
circumstances not likely to recur. In any event, the inequities associated with 
the “per country” limitation of section 904 are so great that section 5 of H.R. 5 
should be enacted even if the current Treasury estimate is accurate. 

Further, it has been suggested by some that the enactment of section 5 of 
H.R. 5 might invite foreign countries to raise their tax rates. It is submitted 
that such would not be the case. The limitation provisions proposed by section 
5 of H.R. 5 would affect only those taxpayers who derive part of their foreign 
income from one or more countries which levy an income tax at a rate less 
than that of the United States. For such countries the strongest possible 
incentive already exists under the present U.S. tax laws for them to raise their 
income tax rates. Under the present foreign tax credit provisions, if a low-tax- 
rate foreign country decides to raise its tax rate to that of the United States, 
the U.S. taxpayer operating in that country would pay no additional taxes. 
Before such an increase the low-tax-rate foreign country would receive its taxes, 
and the United States would receive an additional amount sufficient to bring 
the total taxes to the U.S. tax rate. After the increase, the foreign country 
would collect the full amount, and the United States would collect no tax at all. 
We submit that if the existence of the present situation is not sufficient incentive 
for the low-tax-rate countries to raise their income tax rates, then no amount 
of technical adjustment of the limitation provisions, including the present 
proposal, will have any influence whatever. 

The Coca-Cola Export Corp. firmly believes that the provisions of H.R. 5 
as a whole, and the provisions of sections 2 and 5 thereof in particular, constitute 
a balanced and moderate proposal for reform in the field of U.S. taxation of 
income derived from abroad. On behalf of the Coca-Cola Export Corp., I urge 
the committee to act favorably on these provisions. 

In conclusion, I want very much to thank the committee for permitting me to 
appear here today. 


Mr. McCuurg. The Coca-Cola Export Corp. is a U.S. corporation 
which sells Coca-Cola products either directly or through forei 
subsidiaries around the free world outside the United States, Canada, 
and Cuba. 

Mr. James A. Farley, chairman of the board of the Coca-Cola Ex- 
port Corp., was very anxious to appear before this committee in sup- 
port of H.R. 5 introduced by Congressman Boggs. However, due to 

revious business commitments, Mr. Farley was obliged to remain in 

jurope a these hearings. Mr. Farley has asked me to express 
his regrets to this committee and to ask the committee to accept as part 
of the record a statement which he prepared and would have personally 
delivered to this committee but for the trip to Europe. I therefore 
request this committee to receive as part of the record the prepared 
statement of Mr. Farley which I have in my hand. 
_ The Cuatrman. Without objection, the statement will be included 
in the record immediately following your statement. 
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(The statement and a telegram follow :) 
KoresENHAVEN, July 11, 1959. 
Hon. MILLs, 
House of Representatives, 
Washington, D.C.: 

Regret business commitments in Europe prevent my appearance at hearings of 
Ways and Means Committee. Sincerely hope affirmative action will be taken on 
H.R. 5 this session. Especially sections 2 and 5. 

Thanks very much. 

FARLEY. 


STATEMENT OF JAMES A. FARLEY, CHAIRMAN OF THE BOARD OF DIRECTORS, THE: 
Coca-CoLa Export Corp. 


My name is James A. Farley and I am chairman of the board of the Coca-Cola 
Export Corp., 515 Madison Avenue, New York, N.Y. My company, the Coca-Cola 
Export Corp., is a U.S. corporation which sells, either directly or through foreign 
subsidiaries, Coca-Cola products throughout the free world outside of the United 
States, Canada, and certain Caribbean islands. 

I have requested permission to appear before this committee for the pur- 
pose of speaking in support of H.R. 5, introduced by Congressman Boggs. In 
particular. I urge the enactment of two sections of H.R. 5: section 2, which 
would permit the use of a foreign business corporation, and-~section 5, which 
would permit an alternative limitation for the foreign tax credit. 

As you may remember, I was scheduled to appear before this committee in 
early 1958 during the hearings on the general revision of the Internal Revenue 
Code of 1954. However, I was unable to appear because I had the misfortune 
to break my arm just before my planned appearance. In lieu of my apperance 
I filed with this committee a statement in support of H.R. 6248 and H.R. 7247, 
introduced in the last Congress by Congressmen Herlong and Simpson respec- 
tively. These bills, as well as similar bills introduced in this session by Congress- 
men Herlong, Simpson, Ikard, Machrowicz, and Knox, would have the same gen- 
eral effect as section 5 of H.R. 5, which would be to permit a taxpayer to treat 
all foreign income and all foreign income taxes collectively for foreign tax 
credit purposes. 

At the present time the Coca-Cola Export Corp. pays, or is deemed to pay, 
more than 52 percent of its foreign income as income taxes to foreign countries. 
Nevertheless, the United States superimposes still a further tax on this foreign 
income so that the total effective tax rate on such income is substantially above 
52 percent and substantially above the tax imposed on it at its source. This is. 
the result of the so-called per-country limitation on the foreign tax credit con- 
tained in section 904 of the Internal Revenue Code of 1954. This provision in 
effect requires the separate treatment of each foreign country for foreign tax 
credit purposes. The income arising in each country is separately determined 
and the taxes imposed by each foreign country are also separately determined.. 
The credit associated with each segment of income is then limited to the lesser 
of the amount of foreign tax paid or the tax which the United States levies on 
such income segment. 

The purpose of section 5 of H.R. 5 is to alleviate this inequity by allowing a 
taxpayer to treat all of its foreign income and all of its foreign income taxes 
collectively for foreign tax purposes. Certainly the classification of income and 
taxes on the basis of national boundaries is unrealistic because business opera- 
tions are being conducted more and more on the basis of natural market areas 
and are not compartmented along national lines. 

The adoption of the provisions of section 5 of H.R. 5 not only would do away 
with this present inequity but in addition thereto would encourage the expansion 
of foreign operations by U.S. taxpayers. If section 5 of H.R. 5 is enacted, tax- 
payers operating in foreign countries will tend to expand their foreign operations. 
Companies operating in low-rate countries will be stimulated to increase their 
operations so as to include a high-rate country. Also, taxpayers in high-rate 
countries will be given incentive to expand their operations to include a low-rate 
country. 

Let us turn now to the provisions of section 2 of H.R. 5 which would intro- 
duce into the law the foreign business corporation concept. Any domestic 
company wishing to enter foreign markets on a broader scale or to expand an 
existing foreign business is confronted with the fact that the present U.S. tax 
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laws afford a substantial advantage to two main classes of competitors. The 
advantage to these competitors lies in the fact that our domestic corporations 
are subject to Federal income taxes on their worldwide income, whether or not 
the income is remitted to the United States. These two classes of favored com- 
petitors are: 

1. Foreign companies based in other major capital-exporting countries, and 

2. Domestic competitors who have formed foreign holding companies. 

With respect to the first class there are a number of countries which have given 
to their foreign enterprises special concessions, including outright exemptions or 
deferment from tax until foreign income is remitted to the “home” country. 
The most outstanding illustration of this is the United Kingdom which simply 
defers the tax on foreign income until it is actually returned to the United King- 
dom. Examples of countries giving substantial benefits by levying little if any 
tax on business income earned abroad are Belgium, France, Netherlands, Swit- 
zerland, and Canada. 

With respect to the other class of competitors, it is common knowledge that 
many U.S. taxpayer-corporations have formed foreign corporations under the 
laws of such countries as Panama, Liberia, and Venezuela, which either impose 
no income tax or limit their tax to income derived from sources within their 
own boundaries. Income from other foreign countries is therefore never taxed 
by the foreign country of incorporation and is only taxed by the United States 
when remitted to the domestic parent. Thus, foreign income may effectively be 
employed abroad, unreduced by the U.S. tax, in the conduct and expansion 
of operations in the source country or any other foreign country. 

I believe that it is unreasonable to require the formation of a foreign corpor- 
ation in order to obtain this tax deferment benefit, particularly considering the 
fact that the formation of a foreign corporation might result in difficulties 
which can easily be avoided by the use of a domestic company. Among these 
difficulties are the fact that there are many situations where U.S. taxpayers do 
not wish to run the risk of placing substantial worldwide assets under the 
control of a foreign country which .potentially may be subject to political and 
economic upheavals, may suddenly impose discriminatory taxation, or be over- 
run by a hostile power. Further, operation under familiar U.S. laws rather 
than strange foreign laws and the fact that U.S. diplomatic assistance is often 
more easily available to domestic corporations than to foreign subsidiaries of do- 
mestie corporations are additional reasons why operation by a domestic branch 
is often preferred to operation by a foreign subsidiary. 

The use of the foreign business corporation would stimulate foreign invest- 
ment by U.S. firms by permitting eligible companies to defer their U.S. tax 
on income accumulated abroad provided such income is reinvested abroad. In 
addition, the proposed foreign business corporation provisions would enable 
companies operating abroad to integrate the management of their foreign activi- 
ties, to decide without regard to U.S. tax considerations whether to operate 
abroad through a U.S. branch or through a foreign subsidiary, and to transfer 
their foreign earnings from one country to another without tax liability. Such 
a provision would do a substantial amount to encourage a taxpayer, hesitant 
because of unfamiliarity with local conditions and uncertainty as to political 
stability, to both begin and to expand foreign operations. Certainly this prin- 
ciple of tax deferment would be a conservative, practical, and potentially very 
useful element in a program to stimulate foreign investment. 

I have read with considerable interest the reports of the Departments of 
Treasury, State and Commerce and certainly agree with the statement in the 
Department of Commerce report that the deferment of tax on the income from 
investment in the so-called less-developed countries would be a “prudent step 
in the direction of tax relief to those investing abroad.” However, I think it 
unfortunate that this step, while prudent, might be so limited in scope and 
application, as it would be if it were confined exclusively to underdeveloped 
countries. Not only should the foreign business corporation concept be per- 
mitted to be used in operations in all foreign countries because of the competi- 
tive advantage of foreign concerns based in the world’s major capital-exporting 
countries, but in addition thereto there should be no geographical limitation on 
the foreign activities and sources of income of a foreign business corporation 
because of the following reasons: 

1. In determining what is an underdeveloped country there will be involved 
many administrative and diplomatic problems, some of which may be impossible 
to solve. 
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2. Since the concept of the foreign business corporation involves tax deferral 
rather than tax reduction, it is appropriate for income derived from both devel- 
oped and underdeveloped countries. 

3. Since tax rates are generally high in the more developed nations, U.S. tax 
on income from such countries is correspondingly small, and the minor amount 
of Federal tax revenues involved would not justify the administrative incon- 
veniences to both taxpayers and the U.S. Government of a geographical limitation 
on foreign business corporations. 

In conclusion, the enactment of section 2 and section 5 of H.R. 5, in addition 
to removing certain inequities existing in our tax laws, would encourage wider 
foreign private investment and in so doing would support and implement the 
goals for which our Government is now spending billions of dollars annually on 
mutual security programs with friendly nations. Any temporary reduction in 
revenue under the bill would, in my opinion, soon be recouped by additional taxes 
on increased foreign earnings. 

Mr. Thank you. 

In Mr. Farley’s absence I have requested permission to appear be- 
fore this committee for the purpose of urging the enactment of H.R. 5: 
and to discuss briefly the two sections which the Coca-Cola Export 
Corp. believes to be of greatest immediate importance for the improve- 
ment of the present system of taxing foreign income, section 2 which 
would permit the use of the so-called foreign business corporation and 
section 5 which would permit an alternative limitation for the foreign 
tax credit. 

Since there has already been and will be in the future considerable 
testimony on section 2 of H.R. 5, I will limit very much my remarks 
on this section. A foreign business corporation as Bewionotey ts section 
2 of H.R. 5 would stimulate foreign investment by U.S. business con- 
cerns by permitting an eligible domestic company to defer the U.S. 
tax on that income provided such income is reinvested abroad. In 
addition, it would permit the management of a U.S. corporation to 
make its decisions whether to operate abroad by a foreign branch or 
by a foreign subsidiary based on business considerations rather than 
on U.S. tax aspects of the operation. On a great many occasions 
under present law decisions are made by management to operate 
abroad by means of foreign subsidiaries because of the deferral of 
taxation even though on the basis of nontax considerations it would 
be far better to operate by means of a foreign branch. 

We all recognize that tax considerations will always be of great im- 
portance in the decisions of management. However, it is submitted 
that the choice of the form of enterprise should not result in such 
substantial differences as those present in foreign operations, that is, 
the use of a branch which requires taxation currently of the income 
earned abroad even though it is not returned to the United States 
compared with the use of a foreign subsidiary, the income of which is 
effectively taxed only as dividends are paid to its domestic parent. 
Certainly the use of the foreign business corporation is a practical 
solution to the problem and one which would result in substantial in- 
centives to foreign investment without causing a permanent loss in 
revenue. 

I turn now to the provisions of section 5 of H.R. 5 and to the pro- 
visions of five separate bills which would accomplish the same result: 
H.R. 2400, introduced by Congressman Herlong; H.R. 2362, intro- 
duced by Congressman Simpson ; H.R. 3035, introduced by Congress- 
man Machrowicz; H.R. 3861, introduced by Congressman Ikard; and 
H.R. 7141, introduced by Congressman Knox. 
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At the present time the Coca-Cola Export Corp, pays or is deemed 
to pay more than 52 percent of its foreign income as income taxes to 
foreign countries. Nevertheless, the United States superimposes still 
a further tax on this foreign income so that the total effective tax rate 
on such income is substantially above 52 percent and substantially 
above that imposed by the foreign countries at the foreign source. 
This is the result of a so-called per country limitation which is con- 
ee in the provisions of section 904 of the Internal Revenue Code 
of 1954. 

Under this provision the income generated in each foreign country 
and the taxes imposed by each foreign country are separately deter- 
mined. The credit associated with each segment of income is then 
limited to the lesser of the foreign tax actually paid or the tax which 
the United States imposes on such income. 

As a simple illustration, assume an American corporation operating 
both in Holland, which levies an income tax at a rate of approximately 
45 percent, and in India, which levies an income tax at a rate of ap- 
proximately 60 percent. Let us further assume that the taxpayer has 
pretax income of $10,000 in each country. The credit allowed for the 
taxes paid to Holland is limited to $4,500, the amount actually paid 
to that country, whereas the credit allowed for taxes paid to India is 
restricted by the per country limitation to $5,200, the amount of tax 
which the United States levies.on such income, although $6,000 was 
paid to India as income taxes. In these circumstances the American 
corporation earns $20,000 abroad, on which it pays foreign taxes 
of $10,500, which is more income tax than the United States would 
have levied on this income had it been earned within the United States. 
Nevertheless, as a result of the per country limitation the United States 
exacts still another $700 in tax with respect to this income. 

Section 5 of H.R. 5 and the 5 other bills covering the same subject 
would allow a taxpayer in such a situation to treat collectively all for- 
eign income and all foreign income taxes paid for purposes of deter- 
mining the credit against United States taxes on foreign income. 
However, under no circumstances could any of the foreign taxes be 
used as a credit against U.S. tax on income derived from U.S. sources. 

The enactment of the provisions of section 5 of H.R. 5 would to 
some extent do away with the competitive disadvantage which now 
prejudices many U.S. taxpayers operating abroad. This is so since 
taxpayers doing business in several foreign countries could under 
the proposed legislation use part of their taxpayments to a high-tax- 
rate country effectively to reduce the additional U.S. taxes on their 
income from a low tax rate country. Further, the provisions of sec- 
tion 5 would tend to encourage U.S. taxpayers operating abroad to 
expand their foreign operations since taxpayers operating in low- 
rate countries would tend to expand their operations to include the 
higher rate countries and vice versa. 

Parenthetically, I would like to state that the Coca-Cola Export 
Corp. is in com lete agreement with the ben tg Department’s views 
that the overall limitation provision rather than the per country 
limitation provision should be used in connection with the foreign 
business corporation concept of section 2, assuming it is enacted. 

The Coca-Cola Export Corp, firmly believes that the provisions of 
H.R. 5 as a whole and the provisions of sections 2 and 5 in particular 
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constitute a balanced and moderate proposal for reform in the field of 
U.S. taxation of income derived from abroad. 

On behalf of the Coca-Cola Export Corp. I urge the committee to 
act favorably on these provisions. In conclusion I want very much 
to thank the committee for permitting me to appear here today. 

The Cuarrman. We thank you, Mr. McClure, or coming to the com- 
mittee and presenting the views which you have for the Coca-Cola 
Co. Thank you very much. 

Mr. McCuvre. Thank you. 

The CuarrmMan. Our next witness is J. Reid Hambrick. 

Please identify yourself for the record, giving your name, and ad- 
dress and the capacity in which you appear. 


STATEMENT OF J. REID HAMBRICK, ASSOCIATE PROFESSOR OF 
LAW, GEORGE WASHINGTON UNIVERSITY LAW SCHOOL 


Mr. Hamerick. Mr. Chairman and gentlemen of the committee, my 
name is J. Reid Hambrick. I am an associate professor of law for 
Federal taxation at the George Washington University Law School 
here in Washington. 

I am grateful for this opportunity to appear before the committee 
to discuss this most urgent and pressing matter of the expansion of 
American industry and business abroad. While my professional in- 
terest in this problem derives from my long association with Federal 
taxation, I want to say, Mr. Chairman, that my appearance here today 
is prompted by the conviction that our struggle with Soviet Russia 
is essentially a contest in economic persuasion. Survival in this con- 
flict is going to turn on the forces of economic selection. The old way 
of military conquest has been eliminated by the advent and develop- 
ment of nuclear weapons. 

The foreign economic policy of the United States is, therefore, a 
matter that is actually far more pertinent and sensitive to our political 
position in the years ahead, than our military policy and defense or- 
ganizations. The maintenance and development of an adequate and 
effective and responsive military and defense posture is essential to 
prevent deterioration in our political position at any particular time, 
now or in the future. But it can hardly be expected to advance our 
position with the newly developing countries of Africa, the Middle 

ast, south and southeast Asia, and Latin America. 

While it is not my desire or function to belabor these matters, Mr. 
Chairman, I do think that the urgent need for effective action to stimu- 
late the outflow of American private capital investment, initiative, 
and management skills should be viewed from a higher perspective 
than mere tax considerations. It is devoutly to be hoped that the 
urgency of the situation will not become “sicklied o’er” by a “pale cast” 
of technical tax complications and minor differences in revenue pol- 
icy. Inshort, Mr. Chairman, let us hope that the Boggs bill does not 
become bogged down. 

However, the surrounding conditions and circumstances are not as 
auspicious as they might be. The great executive departments, State, 
Treasury, and Commerce, in accordance with their unvarying custom 
nowadays, have duly consulted the Oracle of a Sound Fiscal Position, 
and returned with an urn of lukewarm water. All of which reminds 
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me of a cartoon I saw several years ago in that superb series that runs 
in the “Saturday Review,” “Through History, With J. Wesley Smith” 
depicting two ancient Greeks descending the steps of a magnificent 
temple with a look of disgust on their , ord One is saying to the 
other, “Let’s go find an oracle that makes some sense. All this one 
ever says is, ‘E=MC”.” 

Moreover, in this matter there has been an overplaying of hands on 
all sides, including the law professors. Finally, the bill itself is creak- 
ing under a great load of frills and nonessentials. 

In this matter it is important not to lose sight of the essential policy 
questions involved here. Basically those questions are: 

(1) Shall we at long last add tax incentives to our foreign economic 
programs, to enlist the energies of private enterprise and initiative in 
furthering the economic and industrial development of friendly na- 
tions throughout the world ? 

As to this question it would seem that the answer must clearly be 
“Yes,” subject only to the reservation—if tax incentives would really 
be helpful. Since the consequences and effectiveness of tax conces- 
sions to American business abroad can never be really accurately esti- 
mated in advance, the second question is: 

(2) What form should those incentives take, so that we can be sure 
they do in fact result in an expansion of American business abroad— 
or how can we grant tax concessions to foreign business and investment 
‘and be reasonably assured of getting value received ? 


TAX-DEFERRAL PRINCIPLE—U.S, FOREIGN BUSINESS CORPORATIONS 


The most promising method of encouraging the expansion of Amer- 
ican business abroad, it seems to me, is the tax-deferral principle. 
This device is already operative in the case of American business and 
investment conducted through foreign subsidiaries. We do not im- 
pose any U.S. income tax on foreign corporations, except on income 
derived from sources in the United States. No U.S. income tax is 
imposed on the earnings of these foreign corporations until they dis- 
tribute dividends to their domestic stockholders, both corporate and 
individual. 

The Boggs bill would utilize this existing policy in our income tax 
structure, and extend it to domestic corporations which derive sub- 
stantially all of their income from sources outside the United States. 
In other words the bill in section 2 would permit tax deferral without 
regard to mere form, and in general equivalent benefits now available 
only to foreign subsidiaries would be granted to domestic corporations, 
called foreign business corporations, in similar circumstances. 

This general idea was explored at some Jength several years ago by 
Messrs. Barlow and Wender in a very fine study entitled “Foreign 
Investment and Taxation,” in connection with the Harvard inter- 
national program in taxation. It is believed and recommended that 
the committee should adopt the principle of tax deferral as the vehicle 
for extending tax incentives for new American investment and busi- 

However, there are several methods by which this basic policy deci- 
sion can be implemented, and it is questionable that the Boggs bill 
has adopted the best of those methods. Under section 2 of H.R. 5, no 


tax is imposed on the foreign business corporation until its foreign 
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earnings are repatriated, whether by direct distribution to its domestic 
shareholders or other diversion from foreign uses. At that time the 
tax would be imposed at the corporate level on the foreign business 
corporation. However, the tax at the corporate level is imposed only 
to the extent a distribution is out of earnings and profits of the for- 
eign business corporation. ‘Thus, the measure of the tax will depend 
on earnings and profits, rather than tax-deferred foreign-business 
income. 

It is believed that under the principle of tax deferral the distribu- 
tion or other diversion from foreign uses should be taxed at the cor- 
porate level to the extent it is out of retained foreign net income on 
which the U.S. tax has been deferred. This will avoid- discrepancies 
between earnings and profits and accumulated tax-deferred foreign 
net income. 

In other words, foreign business corporations would remain subject 
to tax in the same manner the tax is imposed under present law, except 
that payment of the tax would be deferred. Thus, for each year of 
operations the FBC would know the amount of its tax-deferred net 
income and foreign tax credits. When it made a distribution, a 
“last-in, first-out” rule could be applied to determine the source of 
the distribution, and the tax which would then fall due to the United 
States. And the corporation would pay in whole or in part the same 
tax it would have paid had payment not been deferred. On the other 
hand, measuring the corporate tax by its earnings and profits will 
lead to undesirable discrepancies. Some corporations would pay more 
tax thamthey should; others would pay less. 


BANKS 


Under our national banking laws, national banks are apparently 
prohibited from using subsidiary corporations in conducting bank- 
ing operations abroad. These foreign branch banks should receive 
benefit of tax deferral by allowing them to be treated as U.S. foreign 
business corporations. 


UNDERDEVELOPED COUNTRIES 


The Treasury Department, in its report to this committee under date 
of May 6, 1959, favors the tax-deferral privilege on a basis limited 
to the less-developed countries of the free world. However, it is be- 
lieved that any attempt to restrict this incentive principle to less- 
developed or underdeveloped countries is doomed to failure for lack 
of any acceptable standard of comparison. The diplomatic difficul- 
ties alone would be formidable, not to mention the administrative ques- 
tions turning on the specific segments of a country’s economy claimed 
to be underdeveloped. 

It is believed that such a restriction is not feasible or advisable. 


INCIDENTAL ASPECTS PERTAINING TO THE TAX-DEFERRAL PRINCIPLE 


In addition to providing effective technical provisions respectin 
the definition of foreign business corporation, the tax-deferral an 

ayment aspects, and termination of tax-deferred status, other special 
incidents will be necessary. 
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(1) The principal one of these will be the matter of transfers of 
property to foreign business corporations from foreign corporations. 
Thus, amendments of section 367 of the 1954 code would be in order 
to facilitate the organization or expansion of foreign business corpo- 
rations. Section 3 of H.R. 5, on the other hand, goes in the opposite 
direction of permitting property transfers to foreign corporations. 
This needs to be corrected and correlated with section 2, relating to 
U.S. foreign business corporations, which are domestic corporations. 

@) Since retention and reinvestment of the foreign earnings of 
U.S. foreign business corporations is the primary objective of the tax- 
deferral principle, such corporations should not be subject to the 
personal holding company penalty surtax. 

(3) Unreasonable accumulation of retained, but unreinvested for- 
eign earnings should be discouraged by leaving U.S. foreign business 
corporations subject to the accumulated earnings tax imposed by sec- 
tions 531-5387 of the 1954 code. 


WESTERN HEMISPHERE TRADE CORPORATIONS 


The tax-deferral principle will, it is believed, afford a powerful 
incentive for new foreign investment and business activity. It is the 
next thing to tax exemption. As a practical matter it should be re- 
garded as a better “tax deal” than the present provisions concerning 
Western Hemisphere trade corporations, which receive a 14-point 
reduction in the U.S. corporate tax, but no privileges of deferral. 

Accordingly, adoption of the recommended policy respecting U.S. 
foreign business corporations should lead to the repeal of the Western 
Hemisphere trade corporation classification. 

By the same token, the provisions of section 4 of H.R. 5, extending 
the 14-point concession to Western Hemisphere trade corporations to 
all international trade corporations, should certainly be dropped. 
That proposal contradicts the policy of tax deferral espoused in sec- 
tion 2. To the extent that rate reductions are provided in the U.S. 
corporate tax, the incentive to reinvest earnings abroad is removed 
and the tax-deferral policy undermined. Direct tax-rate reduction 
should leave the committee cold, because it does not help it resolve the 
second basic question mentioned above—how much good will it do? 


TAX SPARING 


The same considerations are also applicable to “tax sparing,” pro- 
vided in section 6 of H.R. 5—granting a credit for foreign taxes that 
are not paid because of concessions granted by the foreign country. 
That is tax-rate reduction under another name. As such it dulls the 
edge of any incentive to retain and reinvest foreign earnings in the 
same or in new and different enterprises. For this reason it is 
especially inappropriate in the less-developed countries of the world. 

The combination of tax deferral for U.S. companies operating and 
investing in the less-developed countries, plus tax sparing in such cases 
involves a contradiction of policy that does not deserve the considera- 
tion of the committee. The revenue losses entailed by tax sparing 
may never “pay out” in the form of new or expanded U.S. business 
abroad, certainly not to the extent that tax deferral for reinvested for- 
eign earnings would. 
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EXPORT BUSINESS 


It is believed that no attempt should be made to exclude export in- 
come from the tax-deferral privilege to be granted to U.S. foreign 
business corporation. The reinvestment of export earnings can have 
effects just as beneficial as the use of any other earnings in expanding 
American business abroad. Retained export earnings can be used in 
developing new export markets and new business outlets in foreign 
countries. 

Furthermore, in this area it is difficult to tell an importer from an 
exporter. An exporter is an — and vice versa, where there is a 
permanent establishment in the foreign country of the American busi- 
ness. This approach to the problem of export income will avoid tech- 
nical difficulties which would otherwise arise from any policy to exclude 
export income. 


LOANS AND ADVANCES BY FOREIGN BUSINESS CORPORATIONS 


To prevent the withdrawal of earnings from a U.S. foreign business 
corporation in the form of loans and advances, and the defeat of the 
deferred tax liability, a strict rule treating such loans and advances 
as distributions to shareholders would probably be necessary. 


FOREIGN TAX CREDIT 


The foreign tax credits provisions of the code should be amended in 
such manner that a U.S. foreign business corporation could, if it chose 
to do so, report its foreign income for U.S. tax purposes after deduct- 
ing the foreign tax and be treated as a foreign corporation by domestic 
corporations which hold 10 percent or more of the voting stock of the 
US. foreign business corporation. Such an amendment will equalize 
the rate preference now available to foreign business conducted 
through foreign subsidiaries by extending the same preference to the 
foreign earnings of a U.S. foreign business corporation. 

Also, an overall limitation on the foreign tax credit should be re- 
stored to the law and be available to U.S. foreign business corporations 
on an elective basis, in addition to the per country limitation. The 
privilege of averaging foreign tax rates would be beneficial to corpo- 
rations operating in both high-rate and-low-rate countries and might 
facilitate the entry of some corporations into some of the under- 
developed high-rate countries. 


CONCLUSION 


Mr. Chairman, let me repeat my earnest recommendation that we 
adopt the foreign business corporation proposal outlined above. The 
way is cluttered with technical complications, and I have been com- 
pelled by time limitations to omit them. However, if I can elaborate 
on any aspect of the matter, and the committee desires it, I would be 
most happy to assist in any way I can. 

_ Thank you very much for the opportunity to discuss these important 
issues with you. 

The Cuamman. That concludes the calendar for today. 

Without objection, the committee will adjourn until 10 a.m. 

(Whereupon, the committee recessed at 6:50 p.m. on Tuesday, July 
7, 1959, until 10 a.m. on Wednesday, July 8, 1959.) 
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WEDNESDAY, JULY 8, 1959 


Hovss or REPRESENTATIVES, 
CoMMITTEE ON Ways AND MEANS, 
Washington, D.C. 

The committee met at 10 a.m., pursuant to recess, in the committee 
hearing room, New House Office Building, Hon. Wilbur D. Mills (chair- 
man) presiding. 

The CHarMan. The committee will please be in order. 

Our first witness this morning is Mr. Ira T. Wender. Will you 
please identify yourself for the record by giving us your full name 
and your address, and the capacity in which you appear. 


STATEMENT OF IRA T. WENDER, PARTNER, LAW FIRM OF BAKER, 
McKENZIE & HIGHTOWER, CHICAGO, ILL. 


Mr. Wenpver. My name is Ira T. Wender. Iama partner in Baker, 
McKenzie & Hightower, of Chicago, Ill., a law firm which specializes 
in legal problems of private foreign investment and trade. 

Last December I testified before the Subcommittee on Foreign Trade 
Policy, and I am appearing here today because of my interest in the 
problems of U.S. taxation of income from foreign activities. 

Several years ago with Prof. E. R. Barlow, PY inenilivesl a book 
entitled “Foreign Investment and Taxation.” That book was based 
upon 2 years of research conducted under the auspices of the Harvard 
Law School international program in taxation into the foreign in- 
vestment practices and policies of American firms operating m ster 
We studied the problem both through extensive interviews with officers 
of more than 50 firms and through work with the U.S. Department of 
Commerce. In cooperation with the Bureau of Foreign Commerce, 
we studied and analyzed reports on interviews held by field offices of 
the Commerce Department with about 300 U.S. corporations on their 
foreign trade and investments and their reasons for investing or failing 
to invest abroad. 

THE BOGGS BILL 


H.R. 5 is entitled “The Foreign Investment Incentive Tax Act of 
1959,” and one of its avowed purposes is to stimulate investment out- 
side the United States in order to reduce the burden of foreign aid. I 
am firmly convinced that insofar as tax incentives can be effective in 
et foreign investment, the bill will accomplish its stated 
objective. 

To understand how effective the bill can be in the stimulation of 
foreign investment, it is necessary to examine the ordinary processes 
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of investment. The average U.S. manufacturer does not decide in 
the abstract that it would be desirable to have a manufacturing sub- 
sidiary in a foreign country and, therefore, makes an investment out- 
side the United States. The process is far more subtle. 

Initially, most manufacturers distribute their products outside the 
United States through sales to independently owned export houses. 
When foreign sales become substantial, they tend to take over directly 
their export sales. Markets are developed through forei ents or 
distributors. Typically, after the ada has been developed in the 
foreign country, pressure is put on to manufacture locally. This pres- 
sure may arise either through a shortage of dollar exchange, the will- 
ingness of an American or foreign competitor to produce the same 
goods locally, or by deliberate acts by the foreign government to force 
the company to manufacture leeally. The American firm is then faced 
with a choice. It may either give up the foreign market or endeavor 
to hold it by assembling or manufacturing in the foreign country. In 
most cases this pressure has forced manufacturers to 7 at least some 
manufacturing in foreign countries. There is thus a-natural transi- 
tion from export to manufacturing. 

The foreign business corporation proposal contained in H.R. 5 is 
calculated to ease this transition for American firms and, hence, stimu- 
late the amount of U.S. private investment abroad. It will have this 
effect because of the deferral of U.S. tax on foreign source income 
which is provided by section 2 of the bill. In most countries of the 
world tax rates today approximate those in the United States. There 
are only certain limited types of income which pay low taxes. The 
major categories are: export profits, royalties, and technical service 
fees. Under H.R. 5, this type of low-taxed foreign income could be 
accumulated by a foreign business corporation. 

An American firm threatened with the loss of an export market 
would have funds available in its foreign business corporation which it 
could utilize in one of two ways. It could either distribute those funds 
to the parent in the United States, in which event U.S. tax would be 
payable; or it could utilize these funds for investment in the foreign 
country. If the funds are invested abroad, the amount available for 
that purpose will be nearly doubled because of deferral. The accumu- 
lation of funds in the foreign business corporation would be a stimulus 
to investment each time a decision of whether or not to invest in a 
particular foreign country arose. 

A great many U.S. firms doing business abroad are today obtaining 
the benefits of tax deferment. They do this by establishing foreign 
base companies. These base companies export goods, render technical 
services, and license patents and know-how. The income thus earned 
is subject at most to relatively low foreign withholding taxes and no 
immediate U.S. tax. These profits are then utilized to finance manu- 
facturing activities in foreign countries. The base companies I refer 
to peerelly have a large staff abroad, fulfill genuine business needs, 
and cannot be characterized as shams or mere tax avoidance devices. 
Under present U.S. law, a foreign corporation must be utilized for 
this purpose or else the income would bear immediate U.S. tax. Base 
companies have, therefore, chiefly been useful to large American corpo- 
an which can afford to maintain personnel outside the United 

tates. 
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Our taxation of foreign income has justly been criticized on many 

ounds. It is complex and inelastic. Form rather than substance 
is the determinative of tax burdens and even tax rates. Two particu- 
larly unfortunate consequences of our tax regime should receive more 
attention. First, it has forced American capital to masquerade under 
a foreign flag. ‘Thus, such countries as Bermuda, Liechtenstein, Mon- 
aco, the Bahamas, and Panama have in form become the corporate 
home of hundreds of millions of dollars of U.S. private foreign invest- 
ment although little or no business is actually conducted in these coun- 
tries. Of course, corporations organized under the laws of Canada, 
Switzerland, and Venezuela are also utilized, but these base companies 
usually conduct substantial business in the country of incorporation. 
It is ironic that while we urge U.S. corporations to exhibit abroad 
the superiority of our American free enterprise economy, we force the 
investment to assume a foreign identity. 

The economic consequences of our tax regime should not be ignored. 
The expense of establishing foreign base companies frequently fore- 
closes small companies from utilizing this economically useful device. 
It thereby tends to increase the competitive advantage of large U.S. 
corporations as compared to small ones. 

It must be recognized that the foreign base company is one of the 
facts of our economic life. If we do not amend our tax laws to recog- 
nize its function in the financing of private foreign investment, the 
use of foreign base companies will continue to accelerate. An ever- 
increasing number of American corporations will establish foreign 
base companies indirectly to obtain the benefits of deferment of U.S. 
tax. 

In testimony yesterday, the Treasury suggested foreign business 
corporations be limited to operating in the underdeveloped countries 
and in the amount of their income which may be derived from export. 
It is neither practical nor even desirable to limit the benefits of the 
foreign business corporation in the manner sugested by the Treasury. 
If a foreign business corporation can operate only in areas other than 
Europe and Canada, what will happen is that U.S. foreign business 
corporations will be utilized for the permitted geographic areas and 
foreign base companies will continue to be used for Canada and West- 
ern Kurope. Indirectly, no matter how tightly the provisions may 
be drawn, funds earned on exports to Europe and on investments in 
Europe will ultimately be invested in the geographical area permitted 
to the U.S. foreign business corporation. Also, profits earned by the 
foreign business corporation or its subsidiaries will be in one form or 
another diverted to Europe. Instead of simplifying corporate struc- 
tures, further complications will be created. 

The difficulties of defining the underdeveloped countries are almost 
insuperable. For example, Greece, a part of Western Europe, is far 
less developed economically than Mexico. Similarly, Spain, southern 
Italy, and Norway are less developed than South Africa, Australia, 
or Japan if the measure of development is economic wealth. Any 
meaningful standard for development will involve administrative dis- 
cretion and, very likely, international political embarrassment. 

An arbitrary limit of exports to, for example, 50 percent of gross 
income of a foreign business corporation, as suggested by the Treas- 
ury, will also be ineffective. If the exports of a U.S. foreign busi- 
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ness corporation are limited, foreign base companies will be utilized 
for the additional exports. In the end, profits earned by these base 
companies will directly or indirectly finance investments of the U.S. 
foreign business corporation. 

The only reason for proposing these artificial restrictions on the 
activities of a foreign business corporation is fear of revenue losses. 
The Treasury has forecast a possible loss of $300 million to $500 mil- 
lion a year. The derivation of this figure has never been adequatel 
explained, and I doubt that it will bear analysis. Furthermore, muc 
of the revenue the Treasury fears will be lost has in fact already 
been lost as a result of the use of base companies. In the next 5 
years, even if H.R. 5 is not adopted, the bulk of whatever revenue 
remains will disappear as more corporations utilize base companies. 

I would like briefly to discuss two aspects of the mechanics of the 
deferral provided by section-2 of H.R. 5. First, the approach of 
taxing the foreign business corporation instead of its shareholders is 
to my mind the most suitable one to prevent tax avoidance and mis- 
use of the deferral privilege. Under section 2 the foreign business 
corporation is taxed if it invests its funds in U.S. property or makes 
loans in the United States. Experience with the deferral of tax 
provided under section 931 of the code to corporations which derive 
substantially all of their income from possessions of the United 
States shows that it is difficult, if not impossible, to prevent abuses 
when tax is imposed upon the shareholders rather than the corpora- 
tion. 

Thus, in practice, corporations qualifying under section 931 in- 
vest their tax-free accumulations in the United States and frequent- 
ly loan their accumulated tax-exempt profits to their shareholders 
without becoming subject to the U.S. tax previously forgiven on the 
non-U.S. profits. The foreign business corporation provisions have 
been drafted effectively to bar such abuses. 

The mechanics of section 2 are also, in my opinion, an improve- 
ment over the suggestions made in 1955 by Professor Barlow and 
me. Under our suggestion, the U.S. tax would be computed cur- 
rently on the earnings of a foreign business corporation, but the pay- 
ment of the tax would be postponed. Section 2 of the Boggs bill 
makes the date of calculation and payment of the tax the time when 
the profits are distributed. This latter approach is superior in at 
least two major respects. The commercial credit of a foreign busi- 
ness corporation will not be impaired by large accrued liabilities as 
would have been the case under our plan, and extensive amendment 
of the administrative provisions of the code will not be required. 

In the brief time that remains I would like to add my endorse- 
ment to the other provisions of H.R. 5. Section 3 would amend 
sections 367 and 1491 of the code so as to bring their administration 
into line with the original purpose of their ‘enactment. The Internal 
Revenue Service has defined the avoidance of Federal income tax to 
include deferral of U.S. tax on income not as yet earned. Thus, 
while the provisions were intended to prevent transfer of appreciated 
property or securities to a foreign corporation for the purpose of 
avoiding U.S. tax on the gain from the sale of the property or se- 
curities, the Service utilizes the provisions to interdict the transfer 
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tax free of almost. all appreciated property and stock to a foreign 
corporation. 

For example, the Service will not permit patents and processes 
reviously not utilized abroad to be rebar vem tax free to a foreign 

Con corporation for development of markets for the property outside 
the United States. In this situation, no avoidance of tax is involved; 
rather, some future U.S. tax might be postponed on income which, 
barring such a transfer, might in fact never be earned. Section 3 of 
H.R. 5 would permit such transfers, but only if the property is to be 
utilized in business conducted abroad. 

The Treasure statement with respect to section 3 was not com- 
pletely candid. Section 3 is not required if its scope is to be limited 
to foreign business corporations. A foreign business corporation 
would be a domestic corporation. Hence, property could be trans- 
ferred to it tax free under the reorganization provisions even with- 
out an amendment of sections 367 or 1491. Moreover, rulings per- 
mitting tax-free transfer of such property to other foreign corpora- 
tions owned by the foreign business corporation would undoubtedly 
be granted by the Service, since such subsequent transfers under the 
umbrella of the foreign business corporation’s privilege of deferring 
U.S. tax would not under current Service practice involve tax 
avoidance. 

Section 4 of H.R. 5 would extend the benefits of Western Hemis- 
here trade corporations worldwide. While I personally believe de- 
‘erral is a more effective incentive than reduction in tax rates, I can 

see no justification for preferring income earned in Cuba to that 
earned in Ceylon. 

The present Western Hemisphere trade corporation provisions 
require the foreign business to be operated directly rather than 
through foreign subsidiaries. The effect of this requirement in Latin 
America is generally to raise the taxes imposed locally. As a conse- 
quence, even less U.S. tax is collected. Neither U.S. corporations nor 
the U.S. Treasury gain. This flaw in the provisions would be cor- 
rected by H.R. 5, which would permit a Western Hemisphere trade 
a in say to operate indirectly through foreign subsidiaries. 

ection 5 corrects a defect in the present foreign tax credit provi- 
sions. As a result of the cones per country limitation on the 
foreign tax credit, foreign income taxes in excess of U.S. taxes on 
income from one country will not offset U.S. taxes on income earned 
in a second foreign country. The result is that in many situations 
the total of foreign tax paid is higher than the amount of U.S. tax 
which would be paid on an equivalent amount earned within the 
United States. This limitation tends to discriminate against existing 
foreign investors. New investors obtain the benefits of averaging 
high foreign income tax rates in one country with low rates in a sec- 
ond country by setting up base companies. Section 5 permits this 
type of averaging without requiring a base company. 

Section 6 of H.R. 5 seems to me desirable in the interest of an 
orderly development of the tax laws. If foreign tax concessions are 
to be recognized for tax credit purposes, I believe the tax writing 
committees of Congress should have the responsibility of introduc- 
ing and regulating this practice. It should not be left to tax treaties. 

Section 7, like sections 2 and 3, is necessary to permit U.S. corpo- 
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rations the flexibility required for successful business operations over- 
seas. It is an undue burden and unrealistic to require local insur- 
ance of foreign plants by unfavorable tax treatment of insurance 
recoveries by the parent stockholder of the foreign corporation that 
has title to the plant. Domestically, a U.S. corporation can insure its 
own property or cause its domestic subsidiaries to insure their aie 
erty in dollars. Abroad, foreign subsidiaries at times may not legally 
insure their property with insurance companies organized outside the 
country. Asa Poni, recoveries are paid in local currency which may 
be inconvertible. Since the recovery cannot therefore be utilized to 
replace by purchase machinery and equipment produced outside the 
country, the purpose of the insurance coverage is nullified. 

In summary, there can be no doubt that section 2 of H.R. 5 and the 
bill in its entirety will be an effective incentive to increased U.S. 
private foreign investment. F-recommend to the committee that this 
bill be adopted. 

‘The Cuamman. Mr. Wender, we appreciate having your views on 
this matter. I compliment you on your very fine statement. I recall 
that you were coauthor of a very fine book on this subject some years 
ago. We appreciate your being here. 

Mr. Wenpver. Thank you. 

The Cratmman. Are they any questions? Mr. Boggs will inquire. 

Mr. Boces. Mr. Wender, you touched on this in your statement, 
but I wonder if you would comment a little further on the Treasury 
Department proposal to limit deferral tax on export income. 

Mr. Wenover. I gathered yesterday in listening to the Treasury’s 
testimony that there was a suggestion some difficulty exists in utiliz- 
ing a base company to conduct export operations. This surprised me 
to some extent, since the fact is that it is being widely done, and there 
is relatively little problem in doing it. It is done usually in one of 
two ways. Either a corporation is established—a foreign corpora- 
tion—in a tax base country. The corporation will generally have a 
large staff. It will do one of two things. It may buy goods from 
the U.S. parent and resell them to buyers in foreign countries, accept- 
ing the orders outside the United States, and doing all the paperwork 
connected with the sale outside the United States. 

It would ordinarily sell retaining title to the goods until their arrival 
in a foreign country. The alternative method is that a foreign cor- 
poration is established which operates on.a sales commission. It does 
the contacting of the foreign customers. It does the advertising of 
the goodsabroad. ‘Then it 1s paid a commission by the parent corpora- 
tion on sales. 

I think that the use of this sales commission method is quite exten- 
sive. In almost every industry major corporations which have sub- 
stantial exports are utilizing this device. The income is accumulated 
abroad, relatively low taxes have been paid on it, and it is then avail- 
able for foreign investment. 

Mr. Boaes. That is all, Mr. Chairman. 

The CuarrmMan. Mr. Baker will inquire. 

Mr. Baxer. Mr. Wender, I assume that you had formed some of 
these base companies yourself, have you not? Tell me the mechanics. 

Mr. Wenver. The mechanics of forming? 
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Mr. Baxer. No; I mean what kind of corporation is set up. Let 
us take a corporation, and you are going to form a manufacturing 
company that you refer to here asa base company. This is not a sub- 
sidiary. How would you go about it ? 

Mr. Wenper. Mr. Baker, I think the way it would work would be 
this: Suppose that a corporation had developed a good export market 
in Teall What it would generally do is form, say, a Panamanian or 
Swiss corporation that would take over its exports in various areas 
of the world. When this problem arose in Brazil, it would take its 
accumulated profits and invest them in a Brazilian subsidiary of this 
Panamanian or Swiss company, and that subsidiary would begin to 
manufacture within Brazil. Typically the base company, which 
would both be doing exporting to other countries and holding the stock 
of the Brazilian operating subsidiary, would also license that sub- 
sidiary to use patents, trademarks and know-how that were available 
to this base company, and thereby would tend to reduce to some extent 
the Brazilian taxes which are rather high. 

The base company would receive licensing income, exporting in- 
come and dividends, and at this time the venture would reach the point 
where it could distribute some of its profits as dividends. 

Mr. Baker. Why not form a Brazilian corporation rather than a 
Panamanian one? 

Mr. Wenver. You would not ordinarily operate in Brazil as a 
branch of a Panamanian or Swiss company or a U.S. company, because 
were you to do so, you would substantially increase the local tax that 
you have to pay in Brazil. It would be increased by approximately 
28 percent as a result of operating in this branch from within Brazil. 

Mr. Baxer. I am especially interested in the statement which you 
made, and which I think is true, that we are already losing this tax 
money, and if we are going to lose it completely, this would be a better 
method. I will say that frankly without any hesitation. How can 
we go about not losing under existing law ? 

Mr. Wenper. I think the problem of not losing under existing law 
is rather difficult, Mr. Baker, because foreign corporations are utilized. 

Mr. Lindsay mentioned yesterday that the Treasury had given some 
consideration to changing the definition of what is a foreign corpora- 
tion under our law. Under our law a corporation is foreign if it is 
organized under the laws of foreign country. The English and 
Canadian definition is the place where the management and control 
of the corporation is centered. By this they mean where the board of 
directors meets and where the business is actually physically operated 
and managed. Were such a test to be adopted, I think it would not 
substantially affect this revenue loss, because in most cases large 
corporations are maintaining substantial staffs abroad that have the 
responsibility of running the business outside the United States. So 
I think that it is at least extremely difficult to my mind to do anything 
about this revenue loss because the money is actually being earned 
outside the United States by non-U.S. corporations. 

Mr. Baxer. Let us get a little more fundamental about it, and I 
might say I appreciate your testimony. I think we are all familiar 
with this recent case of taxing profits. Under that holding, you could 
tax these base companies, couldn’t you ? 
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Mr. Wenver. No, I am not sure that you could because their sales 
promotional activities occur outside the United States. Following 
those Supreme Court principles, each of the local countries into which 
this base company may export might endeavor to tax the income, 
and in fact India has tried. 

Mr. Baxer. It is a matter of taxing the profits earned in that par- 
ticular country. Let us go back fundamentally. Let us take corpo- 
ration A in the United States. They have $100 million in property 
and assets. They take $10 million, they go to Panama and form a 
Panamanian corporation, and then do business in Brazil, to take your 
illustration. They remove that money earned there. Yet basically 
the Brazilian investment is stil] a part of the $100 million, as I see it. 
The money earned by that particular device, it seems to me, could be 
taxed here in some way. 

Mr. Wenver. In the end it will be taxed, because if the purpose of 
the corporation is as‘follows: A corporation goes abroad really to de- 
velop and maintain markets and, by maintaining those markets, to 
earn a profit, the purpose of the profit is ultimately to-bring it back 
here so that it will be reflected in both dividends and the value of 
the stock of that company. When that times comes the money will 
and does come back. The problem is whether you are going to make 
it increasingly difficult for the corporation to expand abroad rapidly 
without requiring it to drain off U.S. capital. 

Mr. Baxer. I do not want to make it difficult to expand abroad. It 
seems to me it is an evasion of the tax laws, although you say it is 
not. You gave an illustration about loaning some of their earnings 
to their stockholders. Will you explore that a little further ? 

Mr. Wenver. You mean the lending of funds to stockholders? 

Mr. Baxer. Yes. 

Mr. Wenner. I suppose if a U.S. corporation: has a subsidiary in 
Brazil, it does not matter that the base company may be involved. It 
has accumulated profits; there is nothing that would forbid it from 
lending those accumulated profits to its parent corporation so long as 
it charges a reasonable rate of interest and the loan is not a disguised 
dividend. 

Mr. Baxer. I can see that. I understood you that it gets into the 
hands of the stockholder. 

Mr. Wenver. The stockholder may be a corporation. I was think- 
ing of a situation in which you had a corporate parent. I suppose the 
same thing applies where the individuals are the shareholders. 

Mr. Baxer. When this subsidiary or base company or whatever you 
call it has a million dollars, and loans it back to the parent, it seems 
to me that is not a loan and is taxable. 

Mr. Wenper. That is done under Mr. Boggs’ proposal under section 
2 of this bill. 

Mr. Baxer. Why couldn’t that be applied in the existing situation? 

Mr. Wenpver. Here is the reason. You do have some problems. 
What you do about a situation in which one corporation has 60 percent 
of the stock of a foreign corporation and another shareholder has 30 
or 40 percent. Ifthe funds are loaned back here to the United States 
to the 60-percent stockholder who is in majority control, how do you 
work out the imposition of the tax? You have conflicting interests in 
terms of stockholders. You are not going to tax the minority share- 
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holder, I assume, on money he has not even received in the form of a 
loan. So you do get into real problems in trying to tax a loan. 

Mr. Baxer. Would it be possible for the United States to tax these 
base corporations where management and control is maintained in the 
United States, the way, I understand, Great Britain does? 

Mr. Wenver. Yes; we could certainly change our laws to do it. 
Were we to do that, we would increase the burdens of the small cor- 
porations as compared to the large. Because of the problems and 
ee of maintaining a staff abroad and of having management 
suflicient to move abroad, it is usually only the large corporations which 
can afford this step. What you will tend to do is to discourage further 
the small company in competition with the large one operating outside 
the United States. What section 2 does, it seems to me, is to recognize 
this problem and permit the management and control to be in the 
United States. The company will file a return, and the Treasury will 
have additional knowledge and ability to regulate the practices of the 
company. 

Mr. Baxer. Do some of these foreign countries actually pass laws 


requiring these base companies to do some part of their manufacturing 
process locally ¢ 


Mr. Wenper. No. 

Mr. Baxer. They just tell them to, in effect. They don’t pass any 
laws requiring them. If they are going to do business, for instance, 
in Brazil, they don’t pass a law saying that some part of the manu- 
facturing process must be conducted in Brazil. 

Mr. Wenper. No. The way Brazil, Mexico, and most countries of 
the world do it is that they will either not allocate dollar exchange to 
import the product, or they will impose tariff quotas or they will 
increase the tariff very substantially. The effect is to eliminate foreign 
companies from the market. 

Mr. Baker. I thought maybe they had some sort of ruling as a con- 
dition to doing business in that country. 

Mr. Wenpver. No. They put this pressure on when they think a 
particular industry is doing well and they feel that the country is 
getting ready to get into the industry. It is happening to the car 
industry. More cars are being produced in Brazil as a result. 

Mr. Baxer. I gather from your statement that you find that more 
and more of our manufacturers are going into performing some part 
of their process in a foreign country. Let us take Pepsi-Cola. You 
see Pepsi-Cola all over the Latin American countries and not Coca- 
Cola. Do you suppose they go down there and do the bottling? 

Mr. Wenpver. Do the bottling? 

Mr. Baxer. Yes. 

Mr. Wenner. I really don’t know from my own knowledge. I be- 
lieve at least in some of the countries those are local bottling compa- 
nies. I assume that Pepsi-Cola and Coca-Cola sell their sirup, and 
that is a locally controlled bottling company. 

Mr. Boaes. They do bottle, under license. 

The Cuatrman. Are there any further questions ? 

Mr. Knox will inquire. 

Mr. Knox. Mr. Wender, following up the questioning by Mr. Baker, 
you mentioned Brazil and the tariffs and quotas that Brazil has im- 
posed upon the imports that are coming into Brazil from the United 
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States. I recall some 3 years ago that by presidential decree Brazil 
increased the charge on American-made automobiles, which had been 
$35 per car. This increased $1.02 per pound for every pound that 
the car weighed, which made it prohibitive as far the United States 
having any market in the country of Brazil. Are you acquainted with 
this action ? 

Mr. Wenper. I don’t know the details of how much was imposed in 
the tariff, but when they usually do is something of that kind; and 
then say if you will add year by year a certain value of local manu- 
facture, they will permit you to import part of the automobile or the 
product—it does not matter, automobiles being one example—and if 
you will agree with the country to increase the part that is to be locally 

roduced over a 5-year period, so that at the end maybe 70 percent will 
of local value, they will eliminate these discriminatory tariffs and 
duties that lock you out of the market. 

Mr. Knox. As I recall, there were no exceptions or considerations as 
far as the storage charge was concerned. 

Mr. Boces. I wonder if the gentleman would yield to me? 

Mr. Knox. Yes. 

Mr. Bocas. The situation as of last year was such that the only 
American-made cars sold in Brazil were the lower priced cars, and 
these cars cost in American dollars something like fifteen to eighteen 
thousand dollars. The reason, of course, is that Brazil is dependent 
almost entirely upon the export of coffee and has suffered from a 
very serious dollar shortage. As a result of that situation, American 
capital has gone in, particularly Kaiser with the Willys, who is manu- 
facturing a jeep in Brazil and selling it locally. 

Mr. Kwox. Of course, I took this matter up with the State Depart- 
ment at the time, and some months later I had a reply from the State 
Department informing me that this was very temporary, stating the 
additional dockage and storage charge was put on American-made 
automobiles to control the black market. Apparently the black mar- 
ket must still exist. 

Mr. Wenoper. I think the reason is that they don’t want to import 
automobiles at all. They want automobiles to be locally produced. 
Germans and Japanese have built automobile plants, and I believe 
Ford and General Motors are producing cars or trucks in part locally, 
and have agreed to increase the part that will be locally manufactured 
in Brazil. 

Mr. Kwox. That is all. 

The Cuatrman. Any further questions? 

Mr. Auger. Mr. Chairman, I have just one question. 

Mr. Wender, on page 11 you made a statement relative to section 
4 which has to do with the 14 percentage point drop in the corpora- 
tion taxation. You say, “while I personally believe deferral is a more 
effective incentive than a reduction in tax rates.” Would this bill 
still be a good bill if we were to strike from it the 14 percent tax reduc- 
tion of section 4? 

Mr. Wenper. Yes; I still think it would be a good bill. From 
what was said yesterday, it is a better bill if it has a rate reduction in 
its incentive effect upon foreign investment. Mr. Curtis went into 
that with both the Treasury and State and Commerce. 

Mr. Auger. Do you have any comment on your statement that you 
think that deferral is more effective as a tax incentive? 


a 
A 
ia 
323 
x 


| 


FOREIGN INVESTMENT INCENTIVE ACT 207 


Mr. Wenper. No; I do not, with this qualification: If the amount 
that can be deferred is limited artificially by geographic area or by 
types of activity, you destroy most of the value of deferral as an in- 
centive. Tax rates in all the countries of the world have risen. 
There are very few places that do not impose an income tax of at 
least 35 percent. The only way a company can build up capital in 
foreign investment through deferral is on items like exports, royalties, 
and technical services. If you start chopping this up, as at least was 
implied in the Treasury statement oaurden you destroy most of the 
value of the deferral. 

Mr. Acer. Thank you. 

The Cuatrman. Are there any further questions? 

Mr. Wender, this is just a technical point, but on page 10 in the first 
paragraph, you say that section 3, which amends section 367, is not 
necessary in order for transfers to be made to these foreign business 
corporations. I wonder if in reaching that conclusion you considered 
this type of a situation. Let us assume that a company desired to 
liquidate existing foreign subsidiaries, and handle their foreign 
business through one of these foreign business corporations. Could 
such transfers be made under that circumstance? 

Mr. Wenper. In that situation, barring an amendment to section 
367, you could first transfer the subsidiaries to a foreign business cor- 
poration, and then apply for a ruling, and under existing service 
policy. If they failed to give you a ruling, there would still be no 
tax payable, because the foreign business corporation had not made 
a distribution. That being the case they should issue a ruling per- 
mitting the tax liquidation of the subsidiary. 

The Cuatrman. You think they would? 

Mr. Wenoer. Yes, I believe so. 

The Cuarrman. I question very seriously that they would. 

Mr. Wenver. At least given this current policy that would be the 
tendency of the ruling section. 

Mr. Cuatrman. My point is that it may be necessary to have section 
3. 

05 aa I think so also, but I do not think its scope ought to be 
imited. 

The Cuatrman. I am not arguing that point. Are there any fur- 
ther questions? If not, Mr. Wender, again we thank you, sir, for 
coming to the committee. 

Mr. Wenper. Thank you. 

The Cuarrman. Our next witness is Mr. Ralph E. Burgess. 


STATEMENT OF RALPH E. BURGESS, ECONOMIST, AMERICAN 
CYANAMID CO., NEW YORK, N.Y. 


The Cuatrman. We are glad to have you back with the committee, 
Mr. Burgess. We recall quite well the years that you served on the 
staff of the joint committee and worked with the Wav and Means 
Committee as well as the joint committee. We appreciate having 
you here this morning. 

Will you identify yourself for this record by giving us your name 
and address, and the capacity in which you appear? 
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Mr. Bureces. Thank you, Mr. Chairman. My name is Ralph E. 
Burgess. I serve as economist with the American Cyanamid Co, in 
New York City. 

Mr. Boees. Mr. Burgess is well qualified, as you know, Mr. Chair- 
man, and as the members of the committee know, to testify on the 
revenue estimates that have been submitted by the Treasury Depart- 
ment. Mr. Burgess was not only with the joint committee where he 
served in the capacity of chief economist and was responsible for esti- 
mating revenues, but he was also on the staff of the Treasury Depart- 
ment for 5 years, and was jointly responsible for the revenue estimates 
of the Department for that period of time. I think he is eminently 
qualified in this field. 

The Cuatrman. The gentleman is correct. 

Mr. Bureess. Mr. Chairman, with your permission I.should like to 
file for the record a copy of my complete statement, and then draw on 
portions of that while referring to the enlarged charts. 

The CuarrmMan. Without objection, your entire statement will be 
included in the record. 

(The statement referred to follows:) 


STATEMENT OF RatPpH E. Burcess, ECONOMIST, AMERICAN CYANAMID Co. 
INTRODUCTION 


The Foreign Investment Incentive Tax Act of 1959 may well prove to be one 
of the most significant pieces of economic legislation considered by the Congress 
this year. It will have important implications, not only for domestic and 
foreign business activity, but also for our Nation’s foreign economic policy. 

The immediate effect of the bill, of course, will be to make additional funds 
available to firms engaged in foreign business operations. Such funds will be 
used to service and expand their existing operations overseas and to undertake 
new operations. The increase in foreign investment so generated will lend direct 
support to the economic development of free nations. Indirectly it will increase 
foreign purchasing power, thus providing the basis for an expansion in demand 
for U.S. exports as well as the very dollars needed to sustain it. 

Needless to say, such a development will set the stage for reduction in 
Government foreign aid programs. This result is to be desired, not only from 
the point of view of the taxpayer, but also from the point of view of foreign policy. 
International understanding and good will can most effectively be promoted by the 
active participation and cooperation of private American capital in the economic 
development of foreign nations. 


REVENUE EFFECT 


Obviously the impact of H.R. 5 on Treasury revenue, although temporary in 
nature, is an important concomitant which must be considered carefully and 
objectively. In view of the importance of balancing the Government’s income 
and outgo, one may appreciate the Treasury’s concern over any possible reduc- 
tion in tax receipts. Although recent trends in Treasury receipts, reflecting 
industrial recovery, minimize the significance of the original estimates of 
revenue loss in the Treasury’s report of May 6 to this committee, I am confident 
that even these original estimates were exaggerated. 

Of particular interest in this regard has been the Treasury’s fear concerning 
the so-called loss if export income were included under the deferral provision 
of the bill. The committee will recall that the bulk of the revenue loss ($200 
to $400 million out of a total of $300 to $500 million) was attributable to 
extension of tax deferral to such income. My testimony today will be devoted 
to just this question. My hope is that it will provide some realistic measure 
of the cost involved as a guide to intelligence’ policymaking. 

The difficulties implicit in any estimate of revenue loss are always formidable, 
but in this case they were almost monumental. Inasmuch as the probable 
impact of this legislation upon any individual taxpayer will vary depending upon 
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his present practices and future intentions, any realistic approach to deter- 
mination of the aggregate effect of the tax-deferral provision on Treasury receipts 
necessitates appropriate classification of export activity. The following general 
categories immediately come to mind: 
1. Those firms already deferring tax through a foreign corporation ; 
2. Companies that would have no reason or desire to invest abroad and, 
therefore, would not avail themselves of the deferral provisions ; 
8. Firms that would consider other methods of reaching their objectives 
more profitable ; 
4. Ineligible corporations ; 
5. Companies that have already planned initially to establish a foreign 
corporation if H.R. 5 is not enacted. 

Here are five sets of circumstances under which it is certain that no net 
reductions in Treasury tax receipts would occur by reason of enactment of the 
deferral provisions. There are, perhaps, others. After making allowance for 
firms falling in these classes, only the remaining companies will be responsible 
for some temporary reduction in Treasury receipts. 

The task of quantifying export income according to the categories just de- 
scribed is an impossible one with either available published data or by resort to 
data shown on corporate tax returns to which the Treasury Department, of 
course, has access. Without knowing present practices or future intentions 
of interested firms, an intelligent approach to this problem is precluded. In an 
attempt, therefore, to arrive at a realistic estimate of the revenue effect it was 
decided to survey the largest possible number of firms known to be engaged 
in foreign business activity. 


QUESTIONNAIRE AND SAMPLE DESIGN 


In accord with these objective purposes, a questionnaire was developed, with 
the advice and counsel of competent tax practitioners and economists, designed 
to measure: 

1. The response of American business to H.R. 5; 

2. The present practices of exporting firms; 

3. Their continued interest should the deferral provision be substantially 
modified ; 

4. Their intentions upon enactment of H.R.5; 

5. Their tax deferral estimates under H.R. 5; 

6. Their alternate intentions should H.R. 5 fail to pass. 

This questionnaire was sent on May 26 to approximately 4,500 firms believed 
to be engaged in foreign trade in one form or another. The mailing list was com- 
piled from a record of advertisers in and subscribers to publications related to 
foreign trade, trade association membership lists, and foreign trade directories. 
Its coverage was extensive. To illustrate this point, the following table indicates 
the industrial classification of the potential respondents: 


Distribution of firms queried by industry classification 


Manufacturing: 


Animals and animal products, edible 52 
Vegetable foods BA. 169 
Vegetable products, inedible aa) 
Textiles 
Wood and paper 177 
Nonmetallic minerals 252 
Metals 218 
Machinery and vehicles 
Chemicals 484 
Miscellaneous 

Total, manufacturing | 
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Service: 


the bill. 


Favorable 


Unfavorable 


The response 


tabulation. 


billion. 


any measure. 


Willing to testify 


quite favorably with national totals. 
amounted to $6 billion last year. 
sented approximately one-third of the total 1958 exports of the United States. 
As a check on the representativeness of the sample, a comparison was made 
between the percentage distribution of U.S. exports and the export sales of 
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Distribution of firms queried by industry classification—Continued 


Transportation 35 
Communications 
Construction, architects and engineering aij ane 
20 
13 
Consulting and research firms 40 
Insurance 27 
Motion picture 9 
Others 124 
Total service 567 


The questionnaire was dispatched together with (1) a covering letter signed 
by Congressman Boggs, (2) a brief explanation of the legislation, and (3) a 
postcard addressed to Congressman Boggs indicating support or opposition to 
I am informed that a tabulation of these postcard replies showed the 
following gratify results: 


In the interests of avoiding disclosure of confidential information and of com- 
plete objectivity, the highly respected public accounting firm of Peat, Marwick, 
Mitchell & Co. was retained to receive the completed questionnaires and to tabu- 
late the results. The responses were facilitated by the inclusion of an envelope 
addressed to Peat, Marwick Mitchell & Co., 70 Pine Street, New York. Results 
were transmitted by them to Congressman Boggs under date of June 30, 1959. 


THE RESPONSE 


to the survey was surprisingly good. When all returns were in, 


it was found that over 1,100 firms, or more than one-fourth of the number 
addressed, had sent in questionnaires to Peat, Marwick, Mitchell & Co. 
tabulating those returns, it was discovered that virtually all respondents derived 
some income from exports or other business activity outside the United States. 
Those few that did not were considered irrelevant and excluded from further 


In 


SIZE AND REPRESENTATIVENESS OF SAMPLE 


Further analysis revealed that the response to the questionnaire was adequate 
in terms of both size and representativeness. 
sample with the total for the United States is shown. 
cent of the respondents gave their 1958 sales, which amounted to almost $114 
This represents slightly more than one-third of total manufacturing 
sales in the United States during the same period, a very respectable sample by 


In chart 1 a comparison of the 
Approximately 90 per- 


Exports reported by the respondents during 1958 also compared 
On the basis of our tabulation, such sales 
As such the exports of respondents repre- 
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respondents classified by major industrial groups. As presented in the following 
table, these distributions reveal a remarkable correspondence: 


Percentage distribution of exports 


Total Total | Total Total 
Industrial group United sample || Industrial group United | sample 
States States 
ss 7.2 2.7 


In my opinion, the high degree of relationship which exists between the various 
groups is compelling evidence of the representative nature of the returns. 

Furthermore, the distribution of replies by amount of 1958 sales, as illustrated 
in chart 2 leads us to believe that small, medium, and large companies were ade- 
quately represented. As may be noted, small and medium size companies ac- 
counted for nearly three-fourths of the total number of respondents. 


‘ ANALYSIS OF RETURNS 


One of the highlights of the survey was the overwhelmingly favorable attitude 
displayed by the respondents to H.R. 5. Roughly 900 firms indicated that the 
proposed legislation would prove stimulating in some way to their business ac- 
tivity abroad, Chart 3 depicts the major provisions of H.R. 5 ranked by stimu- 
lating effect. As might be expected, the provision cited most often in this, 
connection was deferral of U.S. tax through a U.S. foreign business corporation. / 
Next in order of importance was the proposal to extend to worldwide foreign 
business income the 14-point tax reduction currently granted exclusively to 
Western Hemisphere trade corporations. The other provisions of the bill, with 
one exception, were also deemed to be quite significant in stimulating foreign 
business activity.. Tax-free receipts of proceeds of insurance reinvested abroad 
was the only provision considered of minor importance. 

Although over three-fourths of all firms indicated specific interest in deferral 
privileges under a foreign business corporation, the evidence seems to suggest 
that modification of H.R. 5 designed to restrict the eligibility of exporters, as 
proposed by the Treasury Department, would sharply circumscribe such interest. 
It was found that if only 50 percent of total profits on exports were eligible for 
tax deferral, only two-fifths of all firms would be interested in using a foreign 
business corporation. Further, if profits on exports were not eligible for tax 
deferral at all, only slightly more than one-fourth declared they were still inter- 
ested in using a foreign business corporation. This is clear evidence that the 
Treasury’s suggestion for limiting the benefit of tax deferral on export income 
would have even less appeal. 


ESTIMATE OF REVENUE EFFECT 


As has already been explained, the present method of handling export sales 
had to be determined. It was learned that over one-half the firms responding 
presently utilize a foreign corporation to handle either all or part of their exports. 
It was further noted that more than four-fifths of all firms responding to the 
survey handle their export sales either in whole or in part directly, that is, 
without utilizing a foreign corporation. Such firms, it is assumed would be 
potentially eligible to utilize foreign business corporations under H.R. 5. 

When asked their intentions in this connection, 458 firms replied that they 
would conduct such business through a foreign business corporation should the 
present legislation be enacted. Chart 4 illustrates this situation. In this event 
such firms estimated that their total tax deferred, based upon 1958 experience, 
would be $57.5 million. Our survey encompased 31.4 percent of the total dollar 
volume of 1958 U.S. exports of comparable goods and services. This sample 
result was expanded to a national total in conformance with this relationship. 
On this basis the total tax deferred by all U.S. exporting firms utilizng this 
legislation would be on the order of $183.1 million. 
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But this is a maximum and, therefore, unrealistic because one must take into 
consideration not only the intentions of exporting firms in the event that H.R. 5 
is passed, but alo their alternative intentions should the proposed legislation fail 
to become law. In this event, it would be a simple matter, of course, for those 
exporters who currently conduct their sales in part directly and in part through 
a foreign corporation to utilize their existing foreign corporation to handle all 
exports, if their particular circumstances warrant this course of action. How- 
eve, the intentions of the firms which presently handle all exports directly 
require further consideration. When queried on this point, about seven-eighths 
of the firms presently handling all exports directly and nearly three-fourths of 
those companies intending to establish a foreign business corporation under 
H.R. 5 specified that if this bill is not passed, they would nevertheless establish 
a foreign corporation to conduct such business in the future. This fact also is 
indicated in chart 4. 

One can anticipate that the tax payments of these corporations will in any 
event be deferred. This expected revenue effect coupled with the deferment of 
additional tax, as other direct exports are initially channeled through presently 
existing foreign corporations, would act as a significant offset to the deferral 
loss indicated earlier. Thus, the $183.1 million potential is truly a maximum that 
is unlikely to be approached. This, the most important disclosure of the survey, 
in my opinion, justifies discard of the Treasury’s unsupported, exaggerated 
revenue estimate. 

SUMMARY 


On the basis of the survey of busines attitudes and intentions, therefore, it 
seems clear that: 

The vast majority of firms engaged in foreign business activty are of the 
opinion that H.R. 5 will stimulate their operations abroad. 

If export income is excluded from the tax deferra) privilege, either par- 
tially or completely, interest in the bill would be sharply circumscribed, thus 
militating against the objectives of this legislation. 

Under H.R. 5, the deferral of taxes by exporting firms will be nowhere 
near the upper, and at most somewhat less than the lower, limit of the 
range suggested by the Treasury Department. 

If H.R. 5 is not passed, a Significantly large number of firms intend to 
establish a foreign corporation and defer taxes, thus causing a considerable 
loss of revenue to the Treasury, in any event. 


CONCLUSIONS 
In view of the many and varied benefits of the bill, therefore, the cost involved 


in the form of revenue loss would seem insignificant, and in the long run will 
prove to be nonexistent. The so-called revenue loss after all is only temporary 
in nature, since a “foreign business corporation” will ultimately make distribu- 
tions to parent corporations, thereby incurring tax liability. Furthermore, not 
only can the Treasury Department confidently look forward to increased income 
in the form of such distributions, as the foreign investment of U.S. firms is ex- 
panded, but Treasury expenditures should ease somewhat as foreign aid pro- 
grams are pared back. Despite these considerations, the Treasury still seems 
reluctant to lend its positive support to this important endeavor. The data 
presented today relating to the alternative intentions of exporting firms in the 
event H.R. 5 is not passed, should make it clear to the Treasury that the in- 


evitable cannot long be delayed. 
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DISTRIBUTION OF RESPONDENT FIRMS BY TOTAL 1958 SALES CLASS 
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PEAT, MARWICK, MITCHELL & Co., 
New York, N.Y., June 30, 1959. 


Hon. HALE Boces, 
Member of Congress, 
House Office Building, 
Washington, D.C. 
Dear Srr: In accordance with instructions, we have prepared the enclosed 
tabulation of replies received by us to the questionnaire relating to H.R. 5, a 
bill entitled “Foreign Investment Incentive Tax Act of 1959.” We did not par- 
ticipate in the selection of the addressees or in the mailing of the questionnaires, 
which contained the request that they be returned by mail unsigned directly to us. 
Very truly yours, 

Peat, MARWICK, MITCHELL & Co. 


EXECUTIVES WILLING TO TESTIFY AT HEARINGS ON H.R. 5 


ACCO Products, Inc., Riverside Drive, Ogdensburg, N.Y.—G. Donald Murray, 
vice president and export manager. 

Airkem, Inc., 241 East 44th Street, New York, N.Y.—Albert R. Perry, Jr., secre- 
tary and director, international division. 

Akron Brass Manufacturing Co., Inc., Wooster, Ohio—J. E. Fishelson, president. 
Allied Asbestos & Rubber Co. (export) Inc., 500 Fifth Avenue, New York, N.Y.— 
Kenneth Baer, vice president. 

Allen-Bradley Co., 155 East 44th Street, New York, N.Y.—D.-W. A. Pleasanton, 
export manager. 

E. D. Allmendinger, Inc., 10 Bridge Street, New York, .N.Y.—Edwin M. All- 
mendinger, manager. 

Bernhard Altmann Corp., 111 Fifth Avenue, New York, N.Y.—C. Altmann. 
American Beverage & Supply Corp., 1423 Naomi Street, Indianapolis, Ind.— 
Preston G. Woolf, president. 

American Levant Machinery Corp., 25 West 48d Street, New York, N.Y.—David 
Levine, president (and general counsel). 

American Marietta Co., 101 East Ontario Street, Chicago, I1l—Robert M. Carmac, 
manager, foreign operations. 

American Paper & Pulp Co., Inc., 300 Fourth Avenue, New York, N.Y.—A. 
Greiner, president. 

Armco International Corp., Middletown, Ohio—A. R. Edwards, president. 

Atlas Asbestos Co., North Wales, Pa.—W. H. Johnston, general manager. 
Reinhold A. Auerbach, Inc., 44 North Second Street, Easton, Pa.—Reinhold A. 
Auerbach, president. 

Avery Adhesive Products, Inc., Monrovia, Calif—F. J. Lehbruner, foreign opera- 
tions manager. 

B. I. F. Industries, Inc., 345 Harris Avenue, Providence, R.I.—J. R. Shoesmith, 
export manager. 

Barnet-Reef Associates, Inc., 445 Park Avenue, New York, N.Y.—Arthur Reef, 
executive vice president. 

Cameron Machine Co., Franklin Road, Dover, N.J.—Edgar Jadwin, vice presi- 
dent. 

Central Paint & Varnish Works, Inc., 59 Prospect Street, Brooklyn, N.Y.—L. 
Francis Case, president. 

Celanese Corp. of America, 180 Madison Avenue, New York, N.Y.—L. 8. Apsey, 
general attorney. 

Chicago Bridge & Iron Co., 1305 West 105th Street, Chicago, Ill—Horace B. 
Horton, chairman. 

Bell & Gossett Co., Midland Park, Ridgewood, N.J.—Donald C. Broadwell, export 
manager. 

Otto Bernz Co., Inc., 280 Lyell Avenue, Rochester, N.Y.—William Mendelik, 
comptroller. 

Bodine Corp., 317 Mountain Grove, Bridgeport, Conn.—A. V. Bodine, president. 
Brandtjen & Kluge, Inc., 653 Galtier Street, St. Paul, Minn. 

Buckman Laboratories, Inc., 1256 North McLean Boulevard, Memphis, Tenn.— 
C. U. Turner, treasurer. 

Buffington’s Inc., 8 Sudbury Street, Worcester, Mass.—Maurice Hazan, export 
manager. 

Burndy Corp., Norwalk, Conn.—S. M. Loomis, vice president, finance. 
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Beatrice Foods Co., 120 South LaSalle Street, Chicago, Ill—Walter L. Dilger, 
vice president. 

The Borden Co., 350 Madison Avenue, New York, N.Y.—Edwin S. Patience, 
controller. 

Barnstead Still & Sterilizer Co., Forest Hills, Boston, Mass——Norman Meyer, 
advertising manager. 

The Black & Decker Mfg. Co., East Pennsylvania Avenue, Towson, Md.—J. E. 
Hardesty, vice president and treasurer. 

Davey Compressor Co., 600 Franklin Avenue, Kent, Ohio—J. T. Myers, vice 
president and treasurer. 

John B. Stetson Co., Fifth and Montgomery, Philadelphia, Pa.—George Witchell, 
assistant vice president. 

Foremost Dairies, Inc., 2903 College Street, Jacksonville Fla—B. J. Campbell, 
vice president and comptroller. 

Chicago Pharmacal Co., 5547 North Ravenswood Avenue, Chicago, Ill—A. J. 
Vargas, director of international operations. 

Cities Service Co., 60 Wall Street, New York, N.Y.—George H. Hill, Jr., vice 
president. 

W. A. Cleary Corp., New Brunswick, N.J.—G. W. Bateman, treasurer (PO 
Box 749). 

The Coleman Co., Inc., 250 North St. Francis Avenue, Wichita, Kans.—L. F. 
Banowetz, corporation counsel and assistant secretary. 

The Dahlberg Co., Golden Valley, Minneapolis, Minn.—K. H. Dahlberg, president. 

Dan River International Corp., 1407 Broadway, New York, N.Y.—E. T. Martin, 
secretary. 

Day’s Tailor-D Clothing, Inc., 2902 South A Street, Tacoma 1, Wash.—John 
Slikas, treasurer. 

Diamond Gardner Corp., 122 East 42d Street, New York, N.Y.—E. T. Gardner, Jr., 
vice president. 

Dorr-Oliver, Inc., Barry Place, Stamford, Conn.—Arthur Terry, Jr., consultant, 
international operations. 

Equipment International, Inc., Akron, Ohio.—J. Millet, export manager. 

Esco International, 420 Lexington Avenue, New York, N.Y.—Ed T. Hewitt, vice 
president. 

The Esterbrook Pen Co., Delaware Avenue and Cooper Street, Camden, N.J.— 
Philip E. Scott, executive vice president. 

Federal-Mogul-Bower Bearings, Inc., 11031 Shoemaker Avenue, Detroit, Mich.— 
S. E. MacArthur, vice president, finance. 

Frank H. Fleer Corp., 10th and Somerville, Philadelphia, Pa.—W. E. Diemer, vice 
president. 

The Fluor Corp., Ltd., 2500 South Atlantic Boulevard, Los Angeles, Calif.—J. 8S. 
Fluor, president. 

Fram Corp., 105 Pawtucket Avenue, Providence, R.I.—T. H. Belling, president. 

Formfit Co., 400 South Peoria Street, Chicago, I1l—Frank J. Culhane, treasurer. 

General Dyestuff Co., 435 Hudson Street, New York, N.Y.—G. E. Neisser, export 
manager. 

The Glidden Co., 900 Union Commerce Building, Cleveland, Ohio—R. W. Horner, 
secretary ; H. L. Slaughter, vice president ; John Weekes, vice president ; L. D. 
Golden, attorney. 

Girdler Process Equipment (division of Chemetron), Commonwealth Building, 
Louisville, Ky.—E. J. Beck, manager, oversea operations. 

Great Lakes Carbon Corp., 612 South Flower Street, Los Angeles, Calif.—D. L. 
Marlett, vice president. 

Halliburton Oil Well Cementing Co., Box 1431, Duncan, Okla.—G. D. McEnroe, 
treasurer. 

The Harshaw Chemical Co., 1945 East 97th Street, Cleveland, Ohio—C. S. Parke, 
president. 

Henningsen Bros., Ine., 347 Madison Avenue, New York, N.Y.—Roy Nevans, 
export manager. 

Honeymead Products Co., Excelsior, Minn.—D. O. Andreas, chairman. 

Huntington Laboratories, Inc., Huntington, Ind.—J. L. Brenn, president. 

The Imperial Export Co., Inc., 44 Whitehall Street, New York, N.Y.—F. Lauria, 
president. 

Industrial Filter & Pump Manufacturing Co., Foreign Sales Division, 5900 Ogden 
Avenue, Chicago, Ill.—.J. F. Sievers, president. 
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Insular Lumber Co., 1405 Locust Street, Philadelphia, Pa.—H. 8. Thompson, 
president. 

Intercontinental Equipment Co., Inc., 120 Broadway, New York, N.Y.—R. M. 
Dubois, president. 

International Business Associates, 545 Fifth Avenue, New York, N.Y. 

International Products Corp., 29 Broadway, New York, N.Y —Thomas J. Lenihan, 
vice president ; Samuel Nakasian, executive vice president. 

W. P. Iverson & Co., Ine. 11 Broadway, New York, N.Y.—W. P. Iverson, 
president. 

Jackson & oo International Inc., 600 Park Square Building, Boston, 
Mass.—O. 8. Bray, president. 

Jean-Claude Porson, 550 Fifth Avenue, New York, N.Y. 
president. 

J. A. Jones Construction Co., 209 West Fourth Street, Charlotte, N.C.—Edwin L. 
Jones, president. 

Killashun Export Division (The Akwell Corp.), 99 Wall Street, New York, N.Y.— 
Mathew G. Mizza, secretary-treasurer. 

Koehring Export Division, 3026 West Concordia Avenue, Milwaukee, Wis.— 
R. J. Cere [not legible], sales manager. 

Koehring Co., 1701 West Wisconsin, Milwaukee, Wis.—O. R. Mertz, vice presi- 
dent, finance. 

Kretzer Construction Co., Inc., 32-15 Lawrence Street, Flushing, N.Y.—Frederick 
W. Kretzer, vice president. 

Lakeside Laboratories, Inc., 1707 East North Avenue, Milwaukee, Wis.—Gerald 
Goelzer, treasurer. 

Lewis Diesel Engine Co., 92 West Carolina Avenue, Memphis, Tenn.—F rank N. 
Lewis, executive vice president. 

Lindor International Corp., 9 East 45th Street, New York, N.Y.—Lazare Gelin, 
president. 

Lion Manufacturing Co., 2640 West Belmont, Chicago, I1l.—M. Jenkins, assistant 
to president. 

Login International Corp., Gainsborough Building, San Francisco, Calif—Rich- 
ard N. Bale. 

McGraw-Hill International, 330 West 42d Street, New York, N.Y.—Walter H. 
Diamond. 

Maico Co., Inc., 21 North Third Street, Minneapolis, Minn.—L. A. Watson, 
president. 

BE. D. Magnus & Associates, Inc., 188 West Randolph Street, Chicago, Ill.—E. D. 
Magnus, president. 

Manning, Maxwell & Moore, Inc., Stratford, Conn.—John A. Fiynn, controller. 

Marmon-Herrington Co., Inc., 1411 West Washington Street, Indianapolis, Ind.— 
D. M. Kausmeyer, president. 

Marsh & McLennan, Inc., 70 Pine Street, New York, N.Y.,-F. A. Mayes, vice 
President. 

Momsen & Freeman, 70 Pine Street, New York, N.Y.—Richard P. Momsen, 
partner. 

Motion Picture Association of America, Inc., 28 West 44th Street, New York, 
N.Y.—Kenneth Clark, vice president. 

National Casket Co., Inec., 60 Massachusetts Avenue, Boston, Mass.—F. C. 
McKee, president. 

National Oats Co., Cedar Rapids, Iowa—James Cooper, president. 

Neuert, Wilton & ‘Associates, Inc., 32 West Randolph Street, Chicago, Ill—Hans 
Neuert, president. 

New York & Honduras Rosario Mining Co., 120 Broadway, New York, N.Y.— 
Robert M. Reininger, president. 

O’Brien Machinery Co., 1545 North Delaware Avenue, Philadelphia, Pa.—Frank 
L. O'Brien, Jr., president. 

Harold L. Oram, Inec., 8 West 40th Street, New York, N.Y.—Harold L. Oram, 
president ; Gilbert Jonas, vice president. 

S. B. Penick & Co., 100 Church Street, New York, N.Y.—J. G. Flanagan, vice 
president. 

Pennsalt Chemicals Corp., International Division, 3 Penn Center Plaza, Phila- 
delphia, Pa. illiam L. Purfield, controller. 

The Pittston Co., 250 Park Avenue, New York, N.Y.—C. J. Routh, vice president. 

Plough, Inc., 3022 Jackson Avenue, Memphis, Tenn.—Harry B. Scelmson, execu- 
tive vice president. 
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Porter International Co., 1025 Connecticut Avenue, NW., Washington, D.C— 
Paul R. Porter, president. 

Pressed Steel Tank Co., West Allis Station, Milwaukee, Wise.-Norman Fritz, 
attorney. 

Reliable Spring & Wire Forms Co., 3167 Fulton Road, Cleveland, Ohio—H. W. 
McBridge, president. 

Renuzit Home Products Co., 1724 Chestnut Street, Philadelphia, Pa.—Office 
manager. 

Rheem Manufacturing Co., 477 Madison Avenue, New York, N.Y.—Mario Capelli, 
vice president, international division. 

Reichhold Chemicals, Inc., 525 North Broadway, White Plains, N.Y.—Fred A. 
Jolles, vice president. 

Rice Barton Corp., 65 Tainter Street, Worcester, Mass.—A. J. Gardner, vice 
president. 

Rockwell Engineering Co., 13500 South Western Avenue, Blue Island, Ill.— 
A. J. Rudis, president. 

Vincent T. Rolon, 73 Elbert Street, Ramsey, N.J. 

A. M. Romero Corp., 350 Fifth Avenue, New York, N.Y.—A. M. Romero, 
president. 

Rust-Oleum Corp., 2425 Oakton Street, Evanston, Ill.—Robert A. Fergusson, 
president. 

St. Regis Paper Co., 150 East 42d Street, New York, N.Y.—J. W. Cowels, 
treasurer. 

L. D. Seymour & Co., Inc., 120 Wall Street, New York, N.Y.—Paul E. Monath, 
executive vice president. 

Sheraton Corp. of America, 470 Atlantic Avenue, Boston, Mass.— Kenneth B. 
Newton. 

Simplex Time Recorder Co., 26 South Lincoln Street, Gardner, Mass.—L. A. 
Robinson, export manager. 

Simplex Valve & Meter Co., 7 Orange Street, Lancaster, Pa~—Thomas P. Browne, 
vice president. 

Smith, Kirkpatrick & Co., Ine., 47 Beaver Street, New York, N.Y.—Carlton A. 
Hohloch, treasurer. 

Solem Machine Co., 658 Race Street, Rockford, Ill.—Peter A. Solem, president. 

Sundstrand International Corp,. 11th Street, Rockford, Ill—0O. E. Mapfield, 
vice president. - 

Sweeney Lithograph Co., Ine., 358 Crown Street, Brooklyn, N.Y.—John A. 
Wilkens, vice president. 

Texaco, Ine., 1385 East 42d Street, New York, N.Y.—M. J. Epley, Jr., vice 
president. 

The Thew Shovel Co., 1874 East 28th St., Lorain, Ohio—F. S. Battin, export 
manager. 

Thomas Electronics, Inc., 118 Ninth Street, Passaic, N.J.—Ivan J. Psner, man- 
ager, export sales. 

Thor Power Tool Co., 250 West 57th Street, New York, N.Y.—E. R. Wyler, vice 
president, director of exports. 

Tifco Inter America Corp., 1939 West Gray, Post Office Box 13361, Houston, 
Tex.—Louis Low, president. 

Topflight Corp., York, Pa.—E. W. Huber, president. 

Tow Motor Corp., 1226 East 152d Street, Cleveland, Ohio—Galen Miller, executive 
vice president. 

Transcontinental Commodities, Inc., 405 Lexington Avenue, New York, N.Y.— 
I. Arditi, president. 

Tung-Sol Electric, Inc., 95 Eighth Avenue, Newark, N.J.—C. F. Rork, manager, 
international division. 

Tyler Refrigeration International C. A., 1815 Lake Street, Niles, Mich.—J. R. 
Alvarez, administrative president. 

United Merchants & Manufacturing Co., 1407 Broadway, New York, N.Y.— 
Martin J. Schwab, treasurer. 

Verti-Det, Inc., Box 428, Midland, Mich.—Paul W. Icke, vice president, foreign 
operations. 

Warner & Swasey Co., 5701 Carnegie Avenue, Cleveland, Ohio—L. M. Cole, vice 
president. 

Trans World Airlines, 380 Madison Avenue, New York, N.Y.—J. Woodward 
Thomas, vice president. 

Soiltest, Inec., 4711 West North Avenue, Chicago, Ill—Theodore Van Zelst, 

president. 


l, 
n, 
A, 
n, 
si- 
ck 
N. 
lin, 
ant 
ch- 
H. 
son, 
a 
Tans 
Y.— 
rank 
ram, 
vice 
*hila- 
dent. 
xecu- 
* 


FOREIGN INVESTMENT INCENTIVE ACT 


The Seven-Up Co., 133 Delmar Boulevard, St. Louis, Mo.—Howard B. Ridgway, 
vice president. 

Weco Products Co., 20 North Wacker Drive, Chicago, Ill.—R. L. Deibel, vice 
president. 

Worthington Corp., Harrison, N.J.—S. R. Williams, vice president, international 
operations. 

The Wurlitzer Co., North Tonawanda, N.Y.—R. C. Rutzen, export sales manager. 

The World Trade Center in New England, Inc., 470 Atlantic Avenue, Boston, 
Mass.—Carl E. Christopherson, manager, international department. 

The Wilcolator Co., 1001 Newark Avenue, Elizabeth, N.J.—R. C. Miles, assistant 
treasurer. 

Henry Weis Manufacturing Co., Inc., 941 Oak Street, Elkhart, Ind.—Keator 
McCubbin, president. 

Stahl- Meyer, Inc., 172 East 127th Street, New York, N.Y.—William J. Elbert, 
controller. 

Signal Oil & Gas Co., 811 West 7th Street, Los Angeles, Oalif.—J. H. Marshall, 
vice president. 

Security-Columbian Banknote Co., 500 South Ashland Avenue, Chicago, Ill.— 
Fred R. Esty, president. 

Howard, Weil, Labouisse, Friedrichs & Co., 222 Carondelet Street, New Orleans, 
La.—G. Shelby Friedrichs, partner. 

Westrex Corp., 111 Eighth Avenue, New York, N.Y.,—Roland A. Colistra, 
comptroller. 

Bendix Aviation Corp., 30 Rockefeller Plaza, New York, N.¥.—Vice president, 
Charles Tillinghast. 

— A. Correa, vice president, ACF Industries, Inc., 750 Third Avenue, New 

ork, N.Y. 

Mr. Norman E. Johnson, vice president, Admiral International Corp., 3800 Cort- 
land Street, Chicago, Ill. 

Mr. F. M. Davison, assistant treasurer, Aeroquip Corp., Jackson, Mich. 

Mr. C. R. MacInnes, export manager, Air-Shields, Inc., Hatboro, Pa. 

Leon E. Hickman, Esq., executive vice president, Aluminum Co. of America, 
1501 Alcoa Building, Pittsburgh, Pa. 

Mr. Ernest G. Hesse, director, international division, American Cyanamid Co., 
30 Rockefeller Plaza, New York, N.Y. 

Mr. Harry Onufrock, director of international operations, American Greetings 
Corp., 1300 West 78th Street, Ceveland, Ohio. 

Frank X. White, vice president, American Machine & Foundry Co., 261 Madison 
Avenue, New York, N.Y. 

Mr. Weston Thomas, executive vice president, American Metal Climax, Inc., 
61 Broadway, New York, N.Y. 

Mr. John K. Miller, director, foreign divisions, American Radiator & Standard 
Sanitary Corp., 40 West 40th Street., New York, N.Y. 

Mr. Werner Ammann, partner, Ammann & Whitney Consulting Engineers, 111 
Kighth Avenue, New York, N.Y. 

Mr. Robert P. Barnett, general manager, international division, Atlas Powder 
Co., Wilmington, Del. 

Mr. Harold D. Naideau, director, international division, Avon Products, Inc., 
30 Rockefeller Plaza, New York, N.Y. 

Mr. Benjamin T. Wright, assistant secretary, ‘Badger Manufacturing Co., 363 

Third Street, Cambridge, Mass. 

Mr. E. M. Boggess, export manager, Baker Oil Tools, Inc., Post Office Box 2274, 
Terminal Annex, Los Angeles, Calif. 

Mr. A. B. Kight, vice president, Borg-Warner International Corp., 36 South 
Wabash Avenue, Chicago, Ill. 

Brown & Williamson Tobacco Corp., 1600 West Hill Street, Louisville, Ky. 

F. L. Donoghue, vice president, finance, Brunswick International C. A., 623 
South Wabash Avenue, Chicago, Il. 

R. Harvey Whidden, vice president, marketing division, Bulova Watch Co., 
Inc., Bulova Park, Flushing, N.Y. 

Arthur H. Phillips, secretary and general counsel, Godfrey L. Cabot, Inc., 77 
Franklin Street, Boston, Mass. 

J. R. Strassburger, treasurer, Chain Belt Co., Milwaukee, Wis. 

W. E. Schirmer, vice president, Clark Equipment Co., Buchanan, Mich. 

Joseph Klein, vice president, Clary Corp., San Gabriel, Calif. 

Dr. Semi J. Begun, director of marketing, Clevite Corp., 17000 St. Clair Avenue, 

Cleveland, Ohio. 
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R. C. Munsche, assistant secretary, the Coca-Cola Export Corp., 515 Madison 
Avenue, New York, N.Y. 

P. C. Foote, president, Cutler-Hammer International, C. A., 270 North 12th 
Street, Milwaukee, Wis. 

W. A. Crickly, controller, Diamond Alkali Co., 99 Park Avenue, New York, N.Y. 

Rafael Ordories, vice president, Dumas Milner Corp., Post Office Box 10027, 
Northside Station, Jackson, Miss. 

Joseph Kattan, vice president, Emerson Radio Export Corp., 14th and Coles 
Streets, Jersey City, N.J. 

A. W. Elwood, president, FMC International, Post Office Box 1178, San Jose, Calif. 

Maurice E., Ash, president, FWD Corp., Clintonville, Wis. 

Clifford M. Andrews, vice president, foreign operations, Ferro Corp., 4150 Bast 
56th Street, Cleveland, Ohio. 

The First National City Bank of New York, 55 Wall Street, New York, N.Y. 

Charles Schwarzler, manager, international operations, the Foxboro Co., Foxboro, 
Mass. 

J. E. Hulick, president, Gahagan Dredging Corp., 90 Broad Street, New York, N.Y. 

H. C. Borghetty, general manager, international, General Aniline & Film Corp., 
435 Hudson Street, New York, N.Y. 

R. P. Winchell, manager, foreign operations, Liquid Carbonic Division, 1385 South 
LaSalle Street, Chicago, I11. 

Joseph Andreoli, vice president, the General Tire & Rubber Co., Akron, Ohio. 

C. F. O’Neil, vice president, the General Tire & Rubber Co., Akron, Ohio. 

W. G. Phillips, treasurer, the Glidden Co., 900 Union Commerce Building, Cleve- 
land, Ohio. 

K. A. Lawder, treasurer, W. R. Grace & Co., 7 Hanover Square, New York, N.Y. 

A. H. Weiss, tax manager, Harnischfeger Corp., 4400 West National Avenue, 
Milwaukee, Wis. 

Jacque Jones, president, Iluber-Warco Co., Marion, Ohio. 

Industrial Nucleonics Corp., 1205 Chesapeake Avenue, Columbus, Ohio. 

J. S. Maxwell, assistant comptroller, International Paper Co., 220 East 42d 
Street, New York, N.Y. 

S. Harley Jones, president, E. D. Jones Corp., Pittsfield, Mass. 

Chad F. Calhoun, vice president, Kaiser Industries Corp., 1625 I Street NW., 
Washington, D.C. 

D. R. Beaman, assistant vice president, Kimberly-Clark Corp., Neenah, Wis. 

Miss Ann Repke, export manager, Kirsch Co., Sturgis, Mich. 

I. B. Varga, vice president, Koppers Co., Inc., 835 Porter Building, Pittsburgh, Pa. 

Kk. M. Everhard, vice president, Libby-Owens-Ford Glass Co., 608 Madison Ave- 
nue, Toledo, Ohio. 

The Lubrizol Corp., Box 3057, Euclid Station, Cleveland, Ohio. 

Cc, F. Breer, vice president, McCulloch Corp., 6101 West Century Boulevard, Los 
Angeles, Calif. 

P. C. Klein, president, Mercator Corp., 607 Washington Street, Post Office Box 142, 
Reading, Pa. 

Chas. B. Meech, vice president, International Division, Minneapolis-Honeywell 
Regulator Co., 2753 Fourth Avenue South, Minneapolis, Minn. 

M. H. Patterson, vice president, Minnesota Mining & Manufacturing Co., 900 
Bush Avenue, St. Paul, Minn. 

Robert Blake, president, Minute Maid International, 420 Lexington Avenue, New 
York, N.Y. 

Bernard F. Combemale, president, Monmouth-Lee Corp., 730 Fifth Avenue, New 
York, N.Y. 

Bernard Mellitz, vice president and general counsel, Moog Industries, Inc., 6565 
Wells Avenue, St. Louis, Mo. 

Paul S. Rupert, manager, foreign market development, Moore Business Forms, 
Ine., 210 Post Street, San Francisco, Calif. 

N. J. Mead, vice president, Morningstar-Paisley Inc., 630 West 52d Street, New 
York, N.Y. 

Walter K. Davies, coordinator of foreign operations, Neptune Meter Co., 630 
Fifth Avenue, New York, N.Y. 

S. W. White, Jr., president, Oliver International S.A., 444 West Madison Street, 
Chicago, Il. 

John L. Gushman, vice president, Owens-Illinois Glass Co., Postoffice Box 1035, 
Toledo, Ohio. 

Lewis A. Curtis, president, Package Machinery Co., 330 Chestnut Street, East 
Longmeadow, Mass. 
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William A. Ward, Foreign Division, Palm Beach Co., Knoxville, Tenn. 

John A. Bouvier, Jr., chairman and president, The Pantex Manufacturing Corp., 
521 Roosevelt Avenue, Central Falls, R.I. 

H. A. Schaefer, administrative vice president, Pepsi-Cola International Ltd., 3 
West 57th Street, New York, N.Y. 

A. B. Sparboe, vice president, The Pillsbury Co., Minneapolis, Minn. 

E. P. Wilmsen, vice president and treasurer, Portable Electric Tools, Inc., 320 
West 83d Street, Chicago, Ill. 

A. A. Lodigensky, managing director, exports, H. K. Porter, 300 Park Avenue, 
New York, N.Y. 

A. P. McDiarmid, treasurer, Ranco Inc., 601 West Fifth Avenue, Columbus, 
Ohio. 

Stanley Applegate, director, International Division, Red Star Yeast & Products 
Co., 221 East Buffalo Street, Milwaukee, Wis. 

Ernest E. Rollman, secretary-treasurer, Ro-Search, Inc., Waynesville, N.C. 

R. J. Mason, Jr., secretary-treasurer, Sealed Power Corp., 2001 Sanford Street, 
Muskegon, Mich. 

Charles A. Meyer, vice president, Sears, Roebuck & Co., 925 South Homan Ave- 
nue, Chicago, Ill. 

John D. Sheaffer, vice president, W. A. Sheaffer Pen Co., 301 Avenue H, Fort 
Madison, Iowa. 

David Gregg, Jr., vicé president, International Division, Shulton, Inc., Clifton, 
N.J. 

A. B. West, assistant treasurer, The Singer Manufacturing Co., 149 Broadway, 
New York, N.Y. 

©. C. Crittenden, president, Signode Steel Strapping Overseas Co., 2610 North 
Western Avenue, Chicago, Ill. 

Basil Manousso, manager, International Division, Sinclair & Valentine Co., 611 
West 129th Street, New York, N.Y. 

W. A. Mihelich, export manager, Skil Corp., 5033 Elston Avenue, Chicago, Ill. 

Edgar W. Smith, Lake Road R.F.D. 1, Morristown, N.J. 

John J. Gilbert, treasurer, Smith Kline & French Overseas Co., 1530 Spring 
Garden Street, Philadelphia, Pa. 

Louis B. Harder, president, South American Gold & Platinum Co., 535 Fifth 
Avenue, New York, N.Y. 

W. M. Adams, president, Sprague International, Ltd., North Adams, Mass. 

A. C. Kracklauer, president, Sparkler Manufacturing Co., Lake Street, Munde- 
lein, Ill. 

James A. Bowles, assistant treasurer, Spencer Chemical Co., 610 Dwight Build- 
ing, Kansas City, Mo. 

Roger W. Barton, export manager, Stephens-Adamson Manufacturing Co., Au- 
rora, Ill. 

E. G. Strasenburgh, vice president, R. J. Strasenburgh, Post Office Box 1710, 
Rochester, N.Y. 

N. N. Babcock, treasurer, Talon, Inc., Meadville, Pa. 

L. P. Garrigan, manager, International Division, Textile Machine Works, Read- 
ing, Pa. 

Bernard Kearney, president, The Torsion Balance Co., 35 Monhegan Street, 
Clifton, N.J. 

C. P. Andrews, assistant secretary-assistant ‘treasurer, Turco Products, Inc., 
6135 South Central Avenue, Los Angeles, Calif. 

G. L. Shuman, vice president, sales and secretary, Twin Dise Clutch Co., Racine, 
Wis. 

Robert S. Wright, president, International Division, U.S. Industries, 250 Park 
Avenue, New York, N.Y. 

J. M. A. van der Horst, president, Van der Horst Corp., Post Office Box 557, 
Olean, N.Y. 

Merrill Zinser, vice president, finance, Varian Associates, 617 Hanson Way, 
Palo Alto, Calif. 

Hans D. Winzer, manager, foreign operations, Warner Electric Brake & Clutch 
Co., Beloit, Wis. 

Robert M. Mitchell, vice president ,Whirlpool Corp., St. Joseph, Mich. 

Charles P. Williams, executive vice president, Williams Bros. Co., National Bank 
of Tulsa Building, Tulsa, Okla. 

J. S. Schastey, treasurer, American Chicle Co., 30-30 Thomson Avenue, Long 
Island City, N.Y. — 
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SUPPLEMENTAL LIST 
Allied Artists Pictures Corp. 560 Broadway, New York, N.Y.—Norton V. 
Ritchey, vice president. 
Bell & Howell Co., 7100 McCormick Road, Chicago, Ill.—E,. L. Schimmel. 


Cargill, Ine., 200 Grain Exchange, Minneapolis 15, Minn.—H. Terry Morrison, 
executive vice president. 


The Dayton Rubber Co., 6 East 39th Street, New York, N.Y.—Mr. Rosenbug, 
manager of International Division. 


Hamilton Watch Co., Lancaster, Pa.—Richard J. Blakinger, secretary and gen- 
eral counsel. 


Hawaiian Pineapple Co., Honolulu, Hawaii—J. E. McConnell, vice president- 
treasurer. 


Jones & Lamson Machine Co., Springfield, Vt.—H. A. Finch, manager of man- 
ufacturing. 


Langner & Co., 3318 West Cary Street, Richmond, Va.—William R. Langner, 
director. 


Lempco International, Inc., Post Office Box 131, Bedford, Ohio, vice president. 
Magnus Chemical Co., Garwood, N.J.—J. D. Holmes, vice president. 
McLean Industries, Inc., Mobile, Ala.—vice president and treasurer. 


Pfizer International, Inc., 800 Second Avenue, New York, N.Y.—C. R. Smith, 
treasurer. 


Square D Co., 425 County Avenue, Secaucus, N.J.—S. T. Colman, export manager. 


Stauffer Chemical Co., 380 Madison Avenue, New York, N.Y.—Peter 8S. Bedrosia, 
manager, taxes. 


The Yale & Towne Manufacturing Co., 405 Lexington Avenue, New York, N.Y.— 

William H. Mathers, vice president and secretary. 

Mr. Burcrss. Inasmuch as the revenue effects of H.R. 5 have obvi- 
sen become a crucial question in determination of policy, as was 
emphasized yesterday by the spokesmen for the Treasury, State, and 
Commerce Departments, I shall confine my remarks largely to this 
aspect. Obviously the impact on revenue, although temporary in 
nature, is an important concomitant which must be considered care- 
fully and objectively. In view of the necessity for balancing the Gov- 
ernment’s income and outgo, one may appreciate the Treasury’s con- 
cern over any possible reduction in tax revenue. Although recent 
trends in Treasury tax receipts, reflecting industrial recovery, mini- 
mize the significance of the original estimates furnished by the Treas- 
ury to this committee in its report of May 6, I am confident that even 
these original estimates, repeated yesterday by the Treasury represent- 
ative, Were exaggerated. 

Of particular interest in this regard has been the Treasury’s fear 
concerning the so-called loss of revenue if export income were included 
under the deferral provisions of the bill. You will recall that the bulk 
of the revenue loss, that is $200 to $400 million out of a total of $300 to 
$500 million, was attributable to extension of tax deferral to such in- 
come. My testimony will be devoted today to just this question. My 
hope is that it will provide some realistic measure of the cost involved 
as a guide to intelligent policymaking. 

This is a particularly important objective, in my opinion, in view 
of the admission by the Treasury Department representatives yester- 
day that their estimate in this area was “speculative.” The difficul- 
ties implicit in any revenue estimate are formidable. In this case they 
are almost monumental. Inasmuch as the probable impact of this 
legislation upon any individual taxpayer will vary depending upon 
his present practices and future intentions, any realistic approach to 
determination of the aggregate effect of the tax-deferral provision on 
Treasury receipts necessitates an appropriate classification of export 
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activity. ‘This is because there are several sets of circumstances under 
which it is certain that no net reduction in Treasury tax receipts would 
occur by reason of enactment of the deferral provisions. 

The task of quantifying export income according to these categories 
is an impossible one with either available published data or by resort 
to data shown on corporate-tax returns to which the Treasury De- 
yartment, of course, has access. Contrary to the impression that may 
hams been left by the spokesman for the Treasury Department yester- 
day, information in the tax returns does not provide the necessary data 
for making an estimate of the full revenue effect of the deferral pro- 
visions. This fact is confirmed by the letter which was inserted in the 
record yesterday by Mr. Boggs from Mr. Colin Stam, chief of staff of 
the Joint Committee on Internal Revenue Taxation, in which it was 
stated that, “the tabulations of data from corporate in¢éome tax returns 
do not provide adequate information concerning the corporations 
which might qualify under section 2 of the bill.” 

Without knowing present practices or future intentions of interested 
firms an intelligent approach to this problem is precluded. In an 
attempt, therefore, to arrive at a realistic estimate of the revenue 
effect, it was decided to survey the largest possible number of firms 
engaged in foreign business activity. 

n accord with these objective purposes, a questionnaire was de- 
veloped with the advice and counsel of competent tax practitioners and 
economists, designed to measure first the response of American busi- 
ness to H.R. 5; second, the present practices of exporting firms; third, 
their continued interest should the deferral provision be substantially 
modified, as has been suggested by the Treasury; fourth, their inten- 
tions upon enactment of H.R. 5; fifth, their tax-deferral estimates; 
and sixth, their alternative intentions should H.R. 5 fail to be enacted. 

This questionnaire was sent on May 26 this year to approximately 
4,500 firms believed to be engaged in foreign business activity. The 
mailing list was prepared from a record of advertisers in, and sub- 
scribers to, foreign trade publications, from trade association mem- 
bership lists, and from foreign trade directories. Its coverage was 
extensive, as indicated by the table that is included as a part of m 
prepared statement. The questionnaire was dispatched together wit 
(1) a covering letter signed by Congressman Boggs; (2) a brief 
explanation of the legislation; and (3) a postcard addressed to Con- 
gressman Boggs, indicating support or opposition to the bill. 

I am informed that a tabulation of these postcard replies showed 
995 favorable to the bill, and 286 willing to testify in support of the 
bill. These are very gratifying and significant results. 

I should like, Mr. Chairman, to insert a complete tabulation of those 
postcard returns, if I may, at this point. 

The Carman. Without objection that will be included at this 

oint. 

(The information referred to follows :) 


Returns on H.R. 5 postcards 


Of which willing to testify in support-__________________________ 286 
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Mr. Bocas. In that connection, I would like to have included at 
this point a copy of the questionnaire with the letter of transmittal 
and the complete tabulation of the results of the questionnaire as sent 
to me by Peat, Marwick, Mitchell & Co., along with a list of the names 


of the 286 firms that indicated their willingness to testify in support 
of H.R. 5. 


The Cuarrman. Without objection that also will be included. 
(The information referred to follows :) 


HOUSE OF REPRESENTATIVES, 
Washington, D.C., May 26, 1959. 

As you perhaps know, in the interest of promoting the economic growth of the 
free nations of the world by encouraging American business expansion abroad, 
I recently introduced H.R. 5. This followed public hearings by the Subcom- 
mittee on Foreign Trade Policy, of which I have the privilege of serving as 
chairman. 

Among other incentives to promote American trade and business abroad pro- 
vided by this bill, a U.S. corporation would be permitted to establish a U.S. 
subsidiary, to be known as a “foreign business corporation,” to handle its for- 
eign operations. No Federal income tax would be levied on the earnings of 
such subsidiary until such earnings were remitted as dividends to the parent 
concern. This would permit the profits to be reinvested abroad without im- 
mediate payment of U.S. tax. 

The Treasury Department’s recent memorandum to the Honorable Wilbur D. 
Mills, chairman of the Committee on Ways and Means of the House of Repre- 
sentatives, pointed to the difficulty of estimating the effect on Federal revenues 
of the provisions of H.R. 5, in particular those sections dealing with deferral 
of tax. It is my firm belief that, in the long run, U.S. tax receipts will be 
increased by this legislation because’of its stimulus to foreign business, result- 
ing in substantially greater diivdends to U.S. shareholders. Furthermore, an 
expansion in American business abroad will permit an eventual reduction in 
the Government’s foreign aid program. 

The success of H.R. 5 in achieving its objectives will depend upon the degree 
to which business: firms avail themselves of its provisions. For this reason, I 
am seeking the cooperation of all U.S. firms known to be engaged in foreign 
business activity in furnishing information to guide me and my colleagues in 
determining the extent to which U.S. businesses will find H.R. 5 helpful. For 
your information, an explanation of the provisions of H.R. 5 is sent you here- 
with. 

A brief, simple questionnaire is enclosed. No disclosure of the identity of 
any respondent to this questionnaire or any facts concerning individual firms 
will, under any circumstances, be made. Only summary tabulations will be 
made public. The information is to be compiled and summarized by the ac- 
counting firm of Peat, Marwick, Mitchell & Co., New York City, to whom you are 
requested to send the completed questionnaire in the enclosed envelope. Prompt 
return of this questionnaire (in any event not later than June 5, 1959) is 
earnestly requested. 

Will you also please send me immediately the enclosed self-addressed card, 
filled out to express your views on H.R. 5? 

If. you would be kind enough to cooperate in this undertaking it would be a 
significant and most helpful public service. 

Sincerely yours, 


HALE Boces. 
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(The questionnaire mentioned in the letter is as follows :) 
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CONFIDENTIAL 


QUESTIONNAIRE RELATING TO H.R.5. A BILL ENTITLED “FOREIGN INVESTMENT 
INCENTIVE TAX ACT OF 1959”, INTRODUCED ON JANUARY 7, 1959 BY 
HONORABLE HALE BOGGS, CONGRESSMAN FROM LOUISIANA 
(See enclosed explanatory statement) 


derive any income Yes No 
from export or other business outside 


tivities abroad: more) 
a) Deferral of U.S. tax through a U.S. __ 

“Foreign Business Corporation.” Si 
b) Tax-free transfers of business prop- 

erty to foreign corporations. aie 
c) Extend to worldwide business in- 

come (without U.S.) Western Hem- 

isphere Trade Corp. 14-point tax 

reduction 
d) Choice of over-all or per country 

limitation on foreign tax credit. eee 
e) Credit for foreign taxes forgiven by 

foreign countries. pas 
f) of in- 


4) None 


. Your company presently handles its (Check 
exports as follows: one) 
a) Direct sales to customers 

abroad None... 
b) Through a foreign cor- 

poration selling to cus- 

tomers abroad 


. With respect to exports handled di- 
rectly (as distinguished from those han- 
dled through a foreign corporation), if 
H.R. 5 is enacted, your company would: 
a) Continue as at present. aii 
b) Handle such exports through a U.S. 
“Foreign Business Corporation” and 
defer taxes, which in 1958 amounted amount) 
to approximately the following 
amount: 


. If H.R.S does not pass, your company (Check 
would: one) 


a) Continue as at present. ee 


b) Establish a foreign base company 
to handle its exports. 


(To be mailed, unsigned, in the enclosed envelope, by June 5, 1959, to the public accounting firm of Peat, Marwick, Mitchell 
& Co., 70 Pine Street, New York 5, N. Y., which will summarize the replies. No disclosure will be made of individual responses.) 


6. Would your company still be interested 


in using a U.S. “Foreign Business Cor- 

poration” for deferral of tax: 

a) If profits on exports were not Yes No 
granted the tax deferral privilege? at 


b) If only 50% of total profits on ex- 
ports were granted tax deferral? 


. In order to use replies to these ques- 


tionnaires intelligently, we need the fol- 
lowing additional information regarding 
your company: 
a) Total 1958 sales (including-exports) $......... 
b) Total 1958 exports 
c) Industrial classification of your ex- (% of 
ports: (according to U.S. Bureau of Your 
Census) 
Group 00 — Animals and Animal 
Products, Edible pte 
0 — Animal Products, 
Inedible 


1 — Vegetable Foods ALS 
2 — Vegetable Products, 
Inedible 


3 — Textiles sae 
4 — Wood and Paper 
5 — Nonmetallic Minerals eeu 
6 — Metals a 
7 — Machinery and Vehicles ........ 
8 — Chemicals ‘atone 
9 — Miscellaneous 

Total 100 


| 
ee 2. The following provisions of H.R.5 will (Check 
7 
4 
5 
. more than one executive in your company may receive a copy. 
ae ee I shall be grateful if you would try to avoid having more than 
eee one completed questionnaire sent from your company—but do 
ary 


ases.) 


No 
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{For immediate release, Jan. 7, 1959] 
CONGRESSMAN Boaas INTRODUCES FOREIGN INVESTMENT INCENTIVE TAx ACT 


Congressman Hale Boggs (Democrat, Louisiana), chairman of the Subcom- 
mittee on Foreign Trade Policy of the Committee on Ways and Means in the 
85th Congress, today announced the introduction of H.R. 5, a bill which he 
considers “an affirmative and permanent solution to the problem of continuing 
indefinitely the heavy cost of foreign economic aid by the United States to 
other countries.” 

He said, “This bill, which reflects the recommendations received by our sub- 
committee both from Government and industry spokesmen, is designed to pro- 
mote the economic welfare of the free world by encouraging the utilization 
of private American investment abroad, for the purpose of diminishing the 
increasing drain upon the American taxpayer in providing for foreign economic 
assistance out of tax revenues.” 

Mr. Boggs stated that one of the principal lessons gained from the hearings 
conducted by the Subcommittee on Foreign Trade Policy last December was the 
need for supplementing, if not supplanting, the foreign economic aid program 
by enactment of enlightened tax laws to enable private investors to do busi- 
ness in foreign countries on a competitive basis with investors from other 
countries, both from behind the Iron Curtain and the free world. He asserted 
that his bill, by utilizing tax policy as an implementing device, will effectuate 
and promote national goals as enunciated by the President in his many recent 
statements concerning the need for meeting the Soviet challenge on the eco- 
nomic front. He also drew attention to the testimony before his subcommittee 
of the Under Secretary of State for Economic Affairs, Douglas Dillon, and As- 
sistant Secretary of Commerce for International Affairs, Henry Kearns, in sup- 
port of an aggressive, dynamic, and imaginative national program for economic 
development of the nations of the free world. Mr. Boggs noted that these 
administration leaders in foreign economic matters emphasized the importance 
of the role of private American capital in this endeavor, and that they ack- 
nowledged the potential effective of modification of the tax structure as a device 
for encouraging private investment abroad. 

Mr. Boggs’ full statement is as follows: 

“It is the policy of the United States to promote the economic growth of the 
free nations of the world and to do all that is prudently possible to help the 
less developed nations to achieve that momentum of progress in agriculture 
and industry which will make it possible for them to look forward to substantial 
economic growth. It would seem equally clear that it is the policy of our 
country to contribute to and assist our friends in the world to the largest 
extent possible by encovraging the unhampered operation of our dynamic free 
enterprise system. 

“None will disagree that this can best be accomplished by providing incentives 
for private American capital to go abroad and take with it the vitality, the skill, 
and the imagination that has made our system the strongest economic system 
in the world. 

“Private investment of American funds abroad is preferable to Government 
spending for many reasons, not the least of which is that such investment 
assures the most economic use of limited U.S. resources. The plain truth is 
that the need for capital by the free nations of the world is far larger 
than the amounts which our taxpayer can reasonably provide. For this reason, 
alone, private American capital must be encouraged to go abroad and take upon 
itself the task of preserving in the world the competitive economic system which 
we earnestly believe deserves to be fostered and preserved. But, more important, 
it is a fact that the continued heavy outlay of Federal tax revenues currently 
being expended for foreign economic assistance is placing a strain upon our 
domestic economy by adding to the inflationary pressure which deficit financing 
releases upon our people. The foreign aid program is day by day losing favor 
both at home and abroad. So it becomes even more essential if we are to meet 
the full thrust of the Soviet economic offensive to create a favorable climate 
for intelligent and active free enterprise abroad. 

“IT was pleased to note the great emphasis that the President placed on the 
necessity for encouraging private U.S. investment abroad in his recent address to 
the Colombo Plan Conference held in Seattle. Considerations such as those 
underlying the President’s recommendations before the Colombo Plan Confer- 
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ence prompted the membership of the Subcommittee on Foreign Trade Policy of 
the Committee on Ways and Means to hold public hearings on the subject. 

“The bill which I have introduced today reflects the overwhelming sentiment 
of the witnesses who appeared and testified before our subcommittee. For ex- 
ample, the Director of the International Corporation Administration, James H. 
Smith, Jr., stated: 

“*We have consistently supported the proposal for a tax reduction or deferral 
in the United States on income from investment overseas.’ 

“Presented at the subcommittee hearings was the following statement adopted 
by the 45th National Foreign Trade Convention held in New York last November 
which announced that— 

“*A revision of the U.S. tax on income derived from business operations abroad 
has now become imperative if U.S. enterprises are to operate under conditions 
of competitive equality with enterprises of other countries.’ 

“Almost without exception, the other witnesses before our subcommittee 
were equally as emphatic in expressing the urgency of revision of the tax 
structure to carry out our foreign economic policy. 

“My bill, which is entitled ‘A bill to amend the Internal’ Revenue Code of 
1954, to encourage private investment abroad and thereby promote American 
industry and reduce Government expenditures for foreign economic assistance,’ 
will achieve the objective sought by the administration, the Congress, and the 
American people by— 

“(1) Creating a new class of foreign business corporations, domestic cor- 
porations which can function in substantially the same manner as foreign 
base corporations now do: 

““(2) Modifying section 367 of the code to permit U.S. corporations to 
transfer property used in the conduct of a trade or business outside the 
United States to other corporations owned or controlled by them ; 

“(3) Extending the Western Hemisphere trade corporation provisions to 
business activities conducted anywhere without the United States; 

“(4) Providing an alternative limitation on the credit allowed for foreign 
taxes based on total foreign taxes compared with total foreign income; 

“(5) Granting credit for tax sparing by foreign countries upon certifica- 
tion by the Secretary of State; and 

“(6) Providing for nonrecognition of gain where property of foreign sub- 
sidiaries of domestic corporations is involuntarily converted. 


“FOREIGN BUSINESS CORPORATIONS 


“Of these several changes the cornerstone would be the provision creating a 
new class of domestic corporations, organized for the conduct of business abroad, 
which will do a great deal to provide incentives to private investment abroad. 
Such companies would be in a position to utilize the earnings derived from their 
foreign operations for the expansion of their activities in the free countries of 
the world without the immediate payment of U.S. tax. This would permit maxi- 
mum efficiency and economy in conducting foreign business operations. Such 
corporations would pay U.S. tax on their foreign-source income only when such 
income was severed from the foreign operation by a distribution to sharehold- 
ers. Such corporations, which will be known as foreign business corporations, 
will be permitted to carry on all operations now conducted by foreign-base com- 
panies which are now organized in such tax shelters as Tangier, Leitchtenstein, 
Panama, ete. 

“It is fair to state that the present fiscal condition of the United States should 
make deferral attractive to those in the executive department who are respon- 
sible for securing the revenues with which to meet the Government’s bills. De- 
ferral involves no loss of U.S. revenue, since by hypothesis every dollar of for- 
eign earnings would be subject to tax when repatriated to the United States 
and severed from the base operation by distribution to stockholders. More- 
over, American business has been compelled, under existing tax laws, to organ- 
ize a foreign-base corporation in order to survive. Another reason why deferral 
and the establishment of a special class of U.S. base companies should be con- 
sidered by the Treasury Department is the possibilities for better administra- 
tion which such companies would present to those charged with enforcing the 
tax laws of the United States. For example, such companies will file an annual 
return setting forth the results of the foreign operation for the year. At present 
a foreign corporation is under no obligation to inform the U.S. Treasury of its 
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operation with the result that many problems are encountered in computing the 
proper amount of accumulated earnings and profits from the foreign operation, 
and the amount of foreign taxes paid and creditable. These costly administra- 
tive problems could be avoided. 

“From the investor’s point of view, the benefits to be expected from such com- 
panies are obvious. Not the least of them arises from the fact that the stability 
of U.S. law would be available, and to a degree, at least, it would no longer be 
necessary to attempt to sift the laws of a foreign country in selecting a base 
of trade operations. 

“In introducing this bill it is my intention to lay before the Congress the results 
of the constructive labors of the members of our subcommittee, and of the Com- 
mittee on Ways and Means generally. The chairman and distinguished members 
of the Committee on Ways and Means over the years have provided leadership 


in the development of foreign economic policies, and have carefully coordinated 
them with our tax policies. For example, the late Hon. Cordell Hull was most 
active in these fields, and is well remembered for his outstanding work with our 
committee before he became Secretary of State and as the father of the reciprocal 
trade program. Chairman of the committee in recent years, including the late 


Hon. Robert L. Doughton and the late Hon. Jere Cooper, have continued in the 
forefront of these activities. 
“In this regard, the present distinguished chairman of the Committee on Ways 


and Means, Hon. Wilbur D. Mills, is no less diligent, and his continuing support 
of enlightened trade and tax policies is reflected in his leadership in securing the 
reenactment of the reciprocal trade program in the last Congress. J know that 
he will take the steps to insure that the report of our subcommittee and the bill 
which I have introduced today receive the same consideration by the Committee 


on Ways and Means in the present Congress which has been accorded other 
pioneering steps in the foreign economic field. Indeed, just as the tax system 


was revised in the last Congress to provide incentive to small business, I fully 
expect that tax incentive for private investment abroad as a practical supple- 


ment to foreign economic aid will be one of the major accomplishments of the 
86th Congress. I believe that my bill ean be the basis for constructive con- 
sideration and legislative action on this vital subject.” 

Mr. Knox. Mr. Burgess, I believe in your statement you said that 
Bigg ca one-fourth of those that had been queried had replied 4 

Mr. Burcess. “Yes, sir. That ratio appears in my prepared state- 
ment. In the interest of avoiding disclosure of confidential infor- 
mation and of complete objectivity, the highly respected accounting 
firm of Peat, Marwick, Mitchell & Co. was retained to receive the re- 
plies and tabulate the results. The results were transmitted to Con- 
gressman Boggs under date of June 30 by Peat, Marwick, Mitchell & 
Co. The response to the survey was surprisingly good. When all 
returns were in, it was found that over 1,100 firms, or one-fourth of the 
number addressed, had sent completed questionnaires to Peat, Mar- 
wick, Mitchell & Co. 

I should like now to refer to some large charts that I have brought 
with me, duplicates of those Racraliens in my prepared statement. 
An enlarged copy of the questionnaire has been on the easel behind 
me, and a copy has been inserted in the record. Further analysis 
revealed that the response to the questionnaire was adequate both in 
size and in representativeness. In this chart, the sample is compared 
with the total United States with respect to sales and exports. 

Of the companies replying, 90 percent gave their 1958 sales, which 
amounted to about $114 bilfion, or slightly more I than one-third of 
total manufacturing sales in the United States. This, gentlemen, I 
submit is a Sempectatie sample by any measure. Exports reported by 
the same firms amounted to $6 billion, or about one-third of total 
exports of the United States. 
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As a check on the representativeness of the sample, a comparison 
was made between the percentage distribution of U.S. exports and 
the export sales of respondents classified by major industrial groups. 
A table is included in my written statement showing a remarkable 
correspondence between these two distributions. This provides com- 
pelling evidence of the representative nature of the returns, 

Furthermore, as is indicated in the second chart, the distribution 
of replies by amount of 1959 sales leads us to believe that small, me- 
dium, and large companies were adequately represented. As may be 
noted, small companies having 1958 sales under $5 million accounted 
for about one-fifth of the total sample. Companies in the medium 
category, sales of $5 million to $106 million, accounted for nearly one- 
half. Companies in the large category, over $100 million, accounted 
for about one-fifth of the total returns. ; 

It will be noted that the small- and medium-size companies accounted 
for nearly three-fourths ofthe returns that came in. 

I have dwelt at some length on the description of the sample because 
the validity of my estimate of revenue rests importantly upon the 
reliability of the sample. One of the highlights of this survey was 
the favorable attitude displayed by all respondents to-H.R. 5. Roughly 
900 firms indicated that the proposed legislation would prove stimu- 
lating to their foreign business activity in some way. 

This chart depicts the ranking of the provisions of H.R. 5 by their 
stimulating effect upon the foreign business activity of these firms. 
As was expected, deferral of U.S. tax through the use of a “Foreign 
Business Cor poration” came out far in the lead. Other provisions 
were all considered to be of significant importance. 

Mr. Boces. You might give that breakdown as well. 

Mr. Bureerss. No. 1 is the deferral of U.S. tax. About 800 com- 
panies indicated that this would prove stimulating to their business. 

The second item is extension of the 14 point worldwide Western 
Hemisphere tax reduction. Approximately 590 firms indicated that 
this would be stimulating. 

The next is tax-free transfers of business property to foreign cor- 
porations which was favored by 567 firms. 

Next is credit for foreign taxes forgiven by foreign countries; this 
was favored by about 470 firms. 

Next was choice of overall or per country limitation on the foreign 
tax credit, favored by 460, roughly. 

Finally, tax-free receipts of proceeds.of insurance reinvested abroad, 
was indicated by 236. 

About 120 made no selection of any portions of the question. 

Although over three-fourths of all firms indicated specific interest 
in deferral privileges as written in the bill at present, the evidence 
seems to suggest that modification of H.R. 5 designed to restrict the 
eligibility of exporters, as proposed by the Treasury Department, 
would sharply circumscribe such interest. It was found that if only 
50 percent of total profits on exports were eligible for tax deferral, 
only two-fifths of all firms would be interested in utilizing a “Foreign 
Business Corporation.” 

Further, if profits on exports were not eligible for tax deferral at 
all, only slightly more than one-fifth would still be interested in using 
a “Foreign Business Corporation.” This is clear evidence, it seems to 
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me, that the Treasury’s suggestion for limiting the benefit of tax 
deferral on export income would find even less favor. 

As has already been explained, the present method of handling ex- 
port sales had to be determined. It was learned that over one-half 
the firms responding presently utilize a foreign corporation to handle 
either all or part of theirexports. It was further noted that more than 
four-fifths of all firms responding to the survey handled their ex- 
ports either in whole or in part directly, that is, without utilizing a 
foreign corporation. This information is shown in the first bar of 
this chart. The lower portion of the bar represents those mixed-type 
exporting firms that handle a part of their exports directly and a 
part through a foreign corporation. The upper portion represents 
those firms that handle all their exports directly without utilizing 
a foreign corporation [pointing to chart]. 

The firms in this category [ pointing to upper portion] which handle 
their exports in whole or in part directly, of course, would be poten- 
tially eligible to utilize a “Foreign Business Corporation,” it is as- 
sumed. When asked their intentions in this connection, 458 firms, as 
indicated in the second bar, indicated that they would conduct such 
business through a “Foreign Business Corporation” if H.R. 5 is en- 
acted. In this event, such firms estimated that their total tax de- 
ferred, based on 1958 experience, would be $57.5 million. Our survey 
encompassed slightly over 31 percent of the total dollar volume of 
1958 U.S. exports of comparable goods and services. Therefore, this 
sample result, $57.5 million, was expanded to a national total in con- 
formance with this relationship. Theoretically, therefore, the total 
tax deferred by all U.S. exporting firms utilizing this legislation 
would be on the order of $183 million. This figure, $183 million, com- 
pares with the Treasury’s maximum end of the range of $400 million. 
But this $183 million estimate derived from this survey is a maxi- 
mum, and therefore, unrealistic, because one must take into consid- 
eration not only the intentions of exporting firms in the event that 
H.R. 5 is passed, but also their alternative intentions in case the 
proposed legislation should fail to become law. In this event it 
would be a simple matter, of course, for those exporters who currently 
conduct their sales in part directly and in part through a foreign cor- 
poration to utilize their existing foreign corporation to handle all 
exports, if their particular circumstances warranted this course of 
action. However, the intentions of firms which presently handle all 
exports directly is important in this regard. 

Mr. Foranp (presiding). You have consumed your 20 minutes. If 
you care to extend your remarks, you can do that on the record. In 
view of the long calendar we have here, the chairman has directed 
that we hold everybody to the time allotted to them. 

Mr. Burcess. May I have 1 minute for summation ? 

Mr. Foranp. We will grant you that privilege. 

Mr. Burerss. Thank you. When firms were queried on this point, 
seven-eighths of the number presently handling all exports directly 
and nearly three-fourths of the number of those which would estab- 
lish a “Foreign Business Corporation” under H.R. 5 indicated that 
they would in any event, if this legislation fails to pass, establish 
a foreign corporation to conduct such business and defer tax, 


Therefore, the taxes on export income now paid by firms in this 
category, will in any event be lost to the Treasury. Thus the $183 
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million potential is truly a maximum that is unlikely to be approached, 
justifying discard of the Treasury’s unsupported, exaggerated esti- 
mate of revenue lost. 

Thank you, gentlemen. 

Mr. Foranp. Are there any questions ? 

Mr. Boces. Yes, I have several questions, Mr. Chairman. 

Mr. Foranp. Mr. Boggs will inquire. 

Mr. Bocas. Mr. Burgess, you have examined the Treasury Depart- 
ment estimates, have you not ? 

Mr. Buraerss. Yes, I have. 

Mr. Bocas. On the basis of your experience both in the Department 
and with the joint committee, do you consider the data used by the 
Treasury Department adequate in this instance ? ; 

Mr. Burcess. I do not consider it adequate, Mr. Boggs, by any 
means. 

Mr. Boaes. The returns that are filed covering foreign subsidiaries 
do not give information which would help the Treasury Department 
in making these determinations, do they ? 

Mr. Burcess. The information on tax returns does not show the 
income of the foreign subsidiary. It does not show present practices 
nor future intentions, Mr. Boggs. 

Mr. Bocas. So that at best these estimates are a guess ? 

Mr. Bureess. The Treasury Department admitted they were specu- 
lative, Mr. Boggs, and that word is a proper one to apply, in my 
opinion. 

Mr. Bocas. In the case of the estimates that you have prepared, 
you have based your estimates on actual returns filed as a result of 
this questionnaire by American business firms, is that not correct ? 

Mr. Burarss. Yes, sir, Mr. Boggs. I think it should be pointed out 
that there were 1,100 firms here reporting on their 1958 practices 
compared with 125 firms analyzed by the Treasury Department with 
respect to their 1955 operations. 

Mr. Bocas. In the case of the 1,100 firms, they break down into 
small business, medium business, and very big business; is that correct ? 

Mr. Bureess. All sizes of business are, we believe, adequately rep- 
resented in this sample. 

Mr. Bocas. If I remember the figure you used, they represented 
something over $100 billion in sales in the United States. 

Mr. Bureess. That is correct, Mr. Boggs—$114 billion, or one- 
third of all manufacturers’ sales, 

Mr. Boges. As a statistician of some renown, do you consider your 
survey adequate ? 

Mr. Burerss. I do, indeed, and the size of the sample compares 
_— favorably with that of samples used by the Department of 

ommerce, and other Government agencies, in making current esti- 
mates of economic measures which are published in official Govern- 
ment reports, 

Mr. Boces. Your upper estimate of $180 million on the basis of the 
survey that you have made—would you not consider that quite liberal? 
If you were to strike an average, where would you strike it? 

Mr. Bureerss. The $180 million is definitely a maximum, Mr. Boggs. 
It would be hard. for me to suggest a precise figure to be used. It 
would certainly be very much less than the $180 million. This figure 
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compares, I might add, with the $150 million maximum in Mr. 
Stam’s letter inserted in the record, and with the $400 million esti- 
mate of the Treasury Department. 

Mr. Boccs. Turning aside from the revenue aspects for just a 
moment, would you say that the response to this questionnaire indi- 
cated a tremendous interest in this proposed legislation in the Ameri- 
can business community ¢ 

Mr. Burgess. It did, indeed. The response was simply amazing. 

Mr. Boees. You are associated with the chemical industry, are you 
not ? 

Mr. Bureess. Yes, sir; Mr. Boggs. 

Mr. Boees. I noted in the past that the chemical industry is in- 
clined to be, shall I say, protectionist. Is that a true statement? 

Mr. Bureess. Many individuals in the industry are inclined in that 
direction. I don’t know that protectionist is the proper word to use. 
Members of the industry have sought protection in the past from 
what they believed was unfair foreign competition, Mr. Boggs. 

Mr. Boces. I don’t mean to characterize anybody or any group. 
I am not being critical, you understand. 

Mr. Burgess. Yes, of course. 

Mr. Mason. You are being very moderate in your statement, sir. 

Mr. Boces. Thank you, Mr. Mason. But the facts are that the 
industry has felt that existing legislation does not give the industry 
adequate protection against foreign imports, is that correct? 

Mr. Buroess. I believe that is the general feeling. 

Mr. Bocas. How does the chemical industry feel about this bill? 

Mr. Bureess. I would not presume to speak for the industry. 

Mr. Boces. Can you speak for your own company ¢ 

Mr. Burcerss. I can, indeed, speak for my own company. We are 
heartily in favor of this legislation. 

Mr. Boces. I might say that a lot of other people in your business 
talked to me, and they seem to be in favor of it, too. This cannot 
be equated with the protectionist argument. That is the point I am 
trying to make. 

Mr. Bureess. I agree. 

Mr. Boges. I have no further questions. 

Mr. Mason. Mr. Chairman. 

Mr. Foranp. Mr. Mason. 

Mr. Mason. Mr. Burgess, you have made a very, very strong and 
convincing argument that the loss to the Treasury has been perhaps 
greatly magnified, and I am inclined to believe that you are right. 
However, to me the loss to the Treasury is one of the insignificant 
facts that this committee should consider in evaluating this bill. It 
is the philosophy behind the bill more than the loss of dollars to the 
Treasury that weighs, in my mind, and that is the one thing it seems 
to me that looms up the biggest; that is, the philosophy behind the 
bill and the result to our American economy that we must look to 
much more than the loss to the Treasury. 

That is all, Mr. Chairman. 

Mr. Burcess. I agree with you, Mr. Mason. 

Mr. Foranp. Mr. Baker will inquire. 


Mr. Boces. I would like to make one observation, if I may. Will 
you yield ? 
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Mr. Baker. I yield. 

Mr. Boces. In view of the fact that I happen to be the author of 
the bill, I don’t know whether Mr. Mason is trying to read my mind 
on this matter of philosophy or not. As I interpret the philosophy 
behind this bill, it is for the promotion of American private enter- 
prise. ‘That isall I have to say. 

Mr. Baker. Mr. Burgess, what would you estimate the revenue loss 
to be under the existing practices? 

Mr. Bureess. The only basis that I would have for an estimate, 
and in my opinion the only basis that anyone would have, would be 
a survey of this nature. The questions addressed to respondents and 
the replies did not afford a basis for such an estimate, I am sorry to 
say. 

Mr. Baker. You had the volume of their business abroad and sales. 
Could you not make a pretty good estimate of revenue loss based on 
those sales? It seems to me that you could. At least it would be an 
eclucated guess. 

Mr. Burcess. We did determine that one-half of the firms respond- 
ing presently utilize a foreign corporation, but we did not ask them 
how much in U.S. taxes they are now deferring. 

Mr. Baxer. Do you agree with Mr. Wender—I am sure you heard 
the question I asked him—that it would be possible for the United 
States to tax these base companies, as presently existing, where the 
management and control remained in the United States ? 

Mr. Burcess. I am afraid I did not hear you. 

Mr. Baker. Where the management and control is maintained in 
the United States, could we tax these base companies under existing 
law ? 

Mr. Buregss. Sir, these foreign corporations are presently subject 
to foreign taxes. Domestic corporations are granted a credit against 
U.S. tax, as you know, for any foreign tax paid. To tax foreign in- 
come here in addition would represent double taxation to some degree. 

Mr. Baker. Not if we give them credit for the foreign tax. 

Mr. Bureess. They are taxed. 

Mr. Baker. I say we give them credit for the foreign tax. 

Mr. Bureess. The dividend paid to the parent is subject to tax here. 

Mr. Baker. I am talking about profit. 

Mr. Burcrss. Those profits are not subject to U.S. tax until repatri- 
ated. 

Mr. Baker. I am saying can’t we make it subject to U.S. tax if the 
management and control is in the United States? 

Mr. Burcess. Sir, lam notalawyer. My off the cuff opinion would 
be that legally you can’t reach that income. This is a question for the 
lawyers and not for an economist. 

Mr. Baxer. I understood Mr. Wender to agree with me that we 
could. Isn’t it true that Great Britain does that very thing? 

Mr. Burerss. Sir, I simply don’t consider myself competent to an- 
swer that question. 

Mr. Baker. I willask somebody else. Thank you. That isall. 

Mr. Foranp. Are there any further questions ? 

Mr. Arcer. Mr. Chairman. 

Mr. Foranp. Mr. Alger will inquire. 
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Mr. Auger. I certainly appreciate the thoroughness of your pres- 
entation. If some of us are critical, I can assure you it is not neces- 
sarily in opposition, but because that is in the nature of our job. I 
must say to the gentleman from Louisiana who proposed this legisla- 
tion that those of us who may appear to be critical, we would like to 
feel that we are just as much for free enterprise as those who know 
much about the bill. I want to ask several questions directly related 
to your testimony. 

On page 6, you point out that 23 were unfavorable to H.R. 5. It 
strikes me as odd, indeed, since the questionnaires went only to those 
related to foreign trade by your definition, that anybody, even one, 
would be opposed to a tax incentive in his own field. Can you tell 
me why those 23 opposed it ? 

Mr. Bureess. Sir, I did not personally see the postcards. Perhaps 
some of them explained their reason on the card. I am not aware of 
it. Ido point out that only 2 percent of the grand total indicated that 
they did not favor the legislation. The 23 represent 2 percent of the 
total. 

Mr. Aucer. We will not be given any reason as to why any percent- 
age were unfavorable to this bill ? 

Mr. Burerss. Sir, the cards were addressed to Congressman Boggs, 
and I have not seen them personally. 

Mr. Axeer. I might say to the gentleman from Louisiana just to 
make your case even stronger, it might be good if we left the record 
open to inform us why the 23, which is a very small number out of the 
4,500, were unfavorable. I think it might strengthen your case be- 
cause the gentleman does mention this in his statement. 

Mr. Boaes. We will be glad to provide whatever information is 
available. 

Mr. Auger. Secondly, let me ask this: Do you believe, Mr. Burgess, 
that as foreign trade expands there is any reason for us here to assume 
that the foreign aid will be cut back, based upon the history of this 
Congress over the years? 

Mr. Burcess. Without referring to the history of the Congress, let 
me just address myself to the economic situation. I do indeed believe 
that as foreign nations are strengthened, as foreign trade is expanded, 
that there will be oportunities to reduce foreign aid. I believe that 
will follow. 

Mr. Atcer. I certainly agree with you. The opportunities are 
there. We seldom see any government programs cut back once they 
are started. I hope what you say isso. As a matter of fact, I want 
to comment on that to this extent. In the 5 years I have listened to 
foreign aid on the floor I have yet to see any study given us of a com- 
parison between “trade and aid” where a relationship of American ex- 
port and import as business is related to the foreign aid grants we give 
to foreign nations. We are never given this in the debate. Just the 
absence of that information weakens this point you mention so strongly 
in your statement that the opportunity will be there for a cutback. 
Thope you are right in this. 

My last question is this. Inasmuch as you pointed out on page 2 
that the Treasury did exaggerate the result, and on page 4, that it could 
not really be computed as to the amount, and then conclude on page 
12 by saying it would be insignificant, it is my hope, Mr. Burgess, that 
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this very strong statement of yours can have rebuttal from the Treas- 
ury. Iam hoping, Mr. Chairman, this will be called to their attention 
because I think the Treasury is not only responsible, but ought to have 
the opportunity to answer the statement that was eat us today. 

Mr. Bureess. I would expect that they would have such an op- 
portunity in executive session. 

Mr. Acer. You would be interested, I am sure, in their answer to 
your statement. 

Mr. Bureezss. I would be very much interested. 

Mr. Aucer. Thank you. 

Mr. Foranp. If there are no further questions, we thank you for 
your appearance and the contribution you have made. 

Mr. Bureess. Thank you. 

Mr. Foranp. The next witness is Mr. Ralph Straus. Will you 
come forward, please. Will you identify yourself for the record! 


STATEMENT OF RALPH I. STRAUS, NEW YORK, N.Y. 


Mr. Srravs. My name is Ralph I. Straus. Iam a resident of New 
York City. 

Mr. Foranp. You are recognized for 20 minutes, Mr. Straus. 

Mr. Srravus. My name is Ralph I. Straus. Iam a resident of New 
York City. I am a director of R. H. Macy & Co., Inc., and prior 
to World War II was an officer of that company. At the outbreak 
of World War II, I entered Government service and since the war 
I have from time to time had Government assignments, particularly 
in the field of foreign economic aid. Last year I was one of three 
authors of a report a the International Cooperation Administration 
entitled “The Accumulation and Administration of Local Currencies.” 

Recently I have had the privilege of acting as a consultant to 
Under Secretary of State C. Douglas Dillon for the purpose of pre- 
paring a report pursuant to section 413(c) of the Mutual Security 
Act of 1954, as amended, entitled “Expanding Private Investment 
for Free World Economic Growth.” This report was published by 
the Department of State in April of this year and has been distrib- 
uted to each member of the committee. I particularly call your 
attention to the chapter entitled “Taxation of Foreign Investment,” 
and appendixes C and D of the report, all of which I ask leave to 
append as a supplement to my statement. 

I very much appreciate the opportunity to appear and testify in 
these hearings on H.R. 5. In commenting on specific provisions of 
H.R. 5, I believe it will be helpful to the committee if I also com- 
ment on some of the points made by the Secretary of the Treasury in 
his memorandum to the committee in reply to its request, as well as 
to mention those recommendations in my report to the State Depart- 
ment which directly bear on the bill. 

I am not an expert in the technical aspects of the Internal Revenue 
Code or of H.R. 5. In the study which we made, and again today, 
I approach the problem of tax incentives for U.S. investments abroad 
primarily in terms of their potential contributions to the forei 
policy objectives of the United States rather than in terms of the 
technicalities of the internal revenue laws. 
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H.R. 5 and the other suggestions for tax legislation to encourage 
private investment abroad are not merely tax measures. They are 
foreign policy measures as well. 


THE FOREIGN POLICY CONTEXT OF THE PROPOSED TAX LEGISLATION 


What is the foreign policy context of these legislative proposals? 
It has been a major plank in our foreign policy, especially since 
World War II, to assist the economic development of the less- 
developed countries of the world. This foreign policy of aid to the 
war-devastated and less-developed countries has been an act of en- 
lightened self-interest and an expression of the humanitarianism of 
the American people. This policy has been stated and carried out 
in various acts of Congress from the Economic Cooperation Act of 
1948 to the present. 

It is also a potent weapon in the cold war. By means of generous 
foreign aid we have so far met the challenge of the powerful economic 
offensive launched against us and our democratic free enterprise sys- 
tem by the Soviet Union. 

Our foreign aid program has been financed by Government funds 
and has generally followed a government-to-government pattern. 
There are many basic foreign aid programs, such as health, education, 
roadbuilding, or harbor improvement, which are necessarily govern- 
ment projects. Most of the money which we have spent and must con- 
tinue to spend on foreign aid will come from Government sources. 
However, the study which we have completed strongly confirms my 
belief that private U.S. investment and private U.S. industry have 
played a large part and can play a much larger part in the future in 
carrying out our foreign policy objectives. 

Many of the less developed countries are now approaching the 
phase, partly as a result of our aid, where the elements necessary for 
private enterprise to function efficiently are coming into being. From 


this point on, the capital growth of these countries can be greatly 
accelerated by private investment. 


PRIVATE ENTERPRISE AND FOREIGN AID 


To the extent that private enterprise can be encouraged to help 
achieve foreign aid objectives, the program can enjoy the unique 
energy, imagination, and initiative which characterizes our private 
enterprise system. In many situations private investment can be 
more adaptable and more versatile than Government controlled or 
managed programs. 

Equally important, I believe, is the symbolic effect of private enter- 
prise projects operating in foreign countries, particularly those which 
are not firmly committed either for the West or for the Communist 
economic and political system. 

If it is accepted, as I believe it should be, that a major effort is 
justified and, indeed, is necessary to encourage private U.S. invest- 


ment in the underdeveloped countries, the question remains as to how 


best to achieve this purpose. Private U.S. industry cannot be com- 


pelled to operate abroad by Government fiat; it must participate 
voluntarily. 
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To persuade and induce U.S. firms to invest and operate abroad, it 
is necessary that they have an opportunity for profit at least com- 
mensurate with that available from operations in our own growing 
and prosperous country. They must also be persuaded that the risks 
inherent in foreign operations can be minimized to the point where 
the profit opportunity justifies the risks. 

In our report, we have considered the very important mechanisms 
of loans fr guarantees which will eliminate or minimize some of the 
special financial risks of operating abroad. For example, we have 
recommended strongly the expansion of Government guarantees of 
bank and insurance company loans made for the purpose of invest- 
ment in the underdeveloped areas, and a series of other recommenda- 
tions to encourage new investment in the newly developing countries. 

We also address ourselves to measures which could be taken to 
assist the developing countries to improve the local climate for private 
enterprise and to encourage the healthy growth of local business firms. 
An active and expanding local business community will in itself, we 
believe, reassure American investors and encourage them to respond 
to promising investment opportunities. 

In our study we attempted to suggest measures which would release 
and stimulate as much private activity as possible with a minimum 
of Government supervision of the free play of private decisions. As 
our report stated : 

We feel that business will do more, and do a better job, to the extent that 


it does not have to seek Government approval or negotiate for Government 
assistance before going ahead on its own, 

_ It is in this context that our report advocates a series of tax incen- 
tives to encourage private investment abroad. We recognize that tax 
incentives alone cannot overcome al) the obstacles to needed invest- 
ment abroad, but we believe they can make a major contribution as 
part ofa comprehensive program. 

In developing and choosing our tax proposals, we were guided by 
this fundamental principle, as stated in our report: 

We have attempted to weigh these measures and their objectives against the 
requirements of our tax system and to choose tax incentives that do not threaten 


to create windfalls, special privileges, or revenue losses without correspond- 
ing advantages that further the foreign policy objectives of the United States. 


TAX DEFERRAL—THE FOREIGN BUSINESS CORPORATION 
The key tax proposal of our report, and of H.R. 5—a foreign 
business corporation which would be allowed to defer tax on its 
income from foreign investments—fully measures up to this principle. 
With your permission I should like to quote a few paragraphs from 
our report giving some further reasons for suggesting a foreign 
business corporation. 


A foreign business corporation would, we believe, stimulate foreign invest- 
ment by U.S. firms by permitting eligible companies to defer their U.S. tax 
on income accumulated abroad, provided such income is reinvested abroad. In 
addition, the proposed foreign business corporation would enable companies 
operating abroad to integrate the management of their foreign activities, to 
decide without regard to tax considerations whether to operate abroad through 
a U.S. branch or through a foreign subsidiary, and to transfer their foreign 
earnings from one country to another without tax liability. 
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We favor a system of tax deferral instead of tax exemption or tax reduction 
because either of the latter would cause a permanent revenue loss without 
important reciprocal incentives to foreign investment. 

When a U.S. investor is hesitant because of unfamiliarity with local con- 
ditions and uncertainty as to political stability, the tax deferral approach offers 
a substantial incentive by providing an opportunity to expand foreign activities 
from earnings that would otherwise be taxable. On balance, therefore, we 
believe that tax deferral through a foreign business corporation would be a 
conservative, practical, and potentially very useful element in a program to 


stimulate foreign investment. 


I believe that adoption of the tax deferral principle of H.R. 5 will 
have the desired effect of stimulating foreign private investment. My 
belief that it will work is fortified by the practical experience of 
many who have participated in business decisions as to whether or not 
to make a particular foreign investment. Many U.S. firms operating 
abroad are primarily engaged in a domestic business. The interna- 
tional division of such corporations is often a stepchild. Practical, 
sensible proposals for profitable foreign investment may often be 
rejected by boards of directors who prefer to commit limited resources 
to a tried and proven domestic expansion rather than to commit new 
investments to an unknown and therefore suspect foreign enterprise. 
It has been observed, however, that once an international division 
accumulates profits abroad its board of directors may be willing to 
permit the reinvestment of such profits abroad. The tax deferral 

roposal in H.R. 5 would exploit this psychological fact of practical 

usiness life. It would permit the international division of a cor- 
poration to accumulate profits free of U.S. tax and freely available for 
reinvestment in its foreign enterprises. 


GEOGRAPHIC LIMITATIONS FOR THE FOREIGN BUSINESS CORPORATION 
In our report we recommend that a foreign business corporation 


have no geographic limitations so long as it derives its income from 
sources outside of the United States. This is primarily because we 
conceived of a foreign business corporation as an instrument for the 
accumulation of profit for reinvestment abroad. 

The idea of profits earned from investments in Western Europe or 
even Canada being reinvested in the less developed areas is appealing. 
Also, the universal foreign business corporation would 4 well 
equipped to take advantage of the psychological fact of foreign busi- 
ness life which I have mentioned: the tendency of corporation direc- 
tors to permit reinvestment abroad of profits earned abroad but to 
balk at investment abroad of domestic profits and resources. 

We also opposed any geographical limitation on the foreign activi- 
ties and sources of income of a foreign business corporation because 
the diplomatic problems and domestic pressures involved in choosing 
particular countries or areas would make a general system of legisla- 
tive or administrative selection very difficult. Moreover, since the for- . 
eign business corporation involves tax deferral rather than tax reduc- 
tion, it is appropriate for investment both in developed and under- 
developed countries. 

In considering geographical limitations, it is important to note 
that in both the developed and underdeveloped countries similar tax 
deferral privileges can now be obtained by American companies 
through the establishment of foreign subsidiaries as well as through 

43349—59——17 


1, it 
om- 
ing 
isks 
1ere 
sms 
the 
lave 
of 
yest- 
nda- 
vate 
rms. 
we 
pond 
lease 
mum 
As 


244 FOREIGN INVESTMENT INCENTIVE ACT 


foreign subsidiary “tax haven” holding companies. Because of this 
fact, our recommendation for a foreign business corporation attempted 
to equate most of its tax privileges to those now presently available 
to American companies using foreign base corporations. Our theo 
was that American companies would prefer to operate under U.S. 
laws provided they did not have to give up any substantial advantages 
of their present organization for oversea operation. The domestica- 
tion of * inc base corporations would require the filing of annual 
U.S. income tax returns, whether or not tax liabilities exist, an item 
which should be of importance to the Treasury. 

The Treasury Department has, however, suggested that the foreign 
business corporation be limited to investments in the underdeveloped 
areas of the world. If this limitation is adopted, I would urge the 
committee to consider adding a provision whereby accumulated profits 
from successful foreign businesses outside the underdeveloped areas 
can be made available free of U.S. tax for investment in the under- 
developed areas through the medium of a foreign business corporation. 
Such a provision shpeld, of course, include protection against tax-free 
diversion to investment outside the underdeveloped areas, the objective 
being to encourage, by tax deferral, diversion of profits from a devel- 
oped foreign area into an underdeveloped foreign area. 


EXPORT INCOME 


H.R. 5 would permit deferral of U.S. tax on all income derived 
by a foreign business corporation from exports. Our group sug- 
gested, as did the Treasury Department, that a corporation which 
earned more than 50 percent of its gross income from exports should 
not qualify because we did not feel that purely trading activities 
contribute directly enough to investment and capital growth. On the 
other hand, it would, we believe, be undesirable to discourage a U.S. 
company investing abroad from making export sales. For example, 
many companies sell components to foreign subsidiaries for fabri- 
cation and completion in foreign factories. We think this sort of 
integrated sales and investment should not be discouraged by a pro- 
hibition against export sales by a foreign business corporation. The 
50-percent figure would allow substantial sales and reinvestment and 
still inhibit a purely trading firm from qualifying as a foreign business 
corporation. 


OTHER PROVISIONS FOR A FOREIGN BUSINESS CORPORATION 


Finally other subsidiary problems with respect to the foreign busi- 
ness corporation, for example, the dividends received deduction, the 
exemption from accumulated earnings tax, and provision for overall 
as distinguished from a per country limitation on the foreign tax 
credit should, we recommend, be resolved peeely on this basis: The 
foreign business corporation and its stockholders should get approxi- 
mately the same tax treatment for their foreign source income as 1s now 
available by use of foreign base corporations. As we have indicated, 
one of the potential byproducts of the foreign business corporation 
idea could be the ultimate reparation of foreign base companies owned 
now by U.S. interests. Accordingly, the foreign business corporation 
should be made attractive enough to U.S. businessmen to encourage 
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them to adopt the foreign business corporation as a means of pullin 


back from the foreign base corporations which they now feel compelle 
to utilize. 


PROPOSALS NOT RELATED TO THE FOREIGN BUSINESS CORPORATION 


In addition to the foregoing proposals for a foreign business cor- 
poration and its ramifications, we have considered some other pro- 

sals of H.R. 5 as well as proposals in our report which have not 
aa embodied in any bill, which we feel merit some attention. 


TAX SPARING 


Although differing in method, H.R. 5, the Treasury proposals, and 
our report have all endorsed tax sparing whereby the United States 
will recognize for tax credit. purposes temporary income tax reduc- 
tions offered by foreign governments as an incentive to new, produc- 
tive investment under local legislation and procedures. Thus, the 
U.S. taxpayer would be permitted a tax credit for the foreign income 
tax waived under such incentive legislation. This would achieve a 
mutual tax reduction which should be quite effective in stimulating 
investment. I urge that the principle of tax sparing be carried out 
by whichever method commends itself to the committee. 

Furthermore, it occurred to us in the course of our study that for- | 
eign governments with which we are negotiating tax treaties might 
be reluctant to reduce their tax rates for U.S. firms, but might well 
agree to match deferral of U.S. taxes with deferral from local taxes . 
so long as the profits are reinvested in the foreign country. 


CAPITAL LOSSES IN THE LESS-DEVELOPED COUNTRIES 


Our report recommended that a deduction against ordinary income 
should be allowed for capital losses sustained by individual investors 
and corporations, including foreign business corporations, on their 
new investments in the less-developed areas. The Treasury has also 
followed this proposal in its memorandum to the committee but only 
as applied to the original investors in stock of a foreign business 
corporation. 

No matter how intensive may be the guarantees and insurance pro- 
vided against losses on foreign investment, there will inevitably be 
fears of unanticipated losses in the less-developed countries, A pro- 
vision for an ordinary loss deduction would not cost the Government 
any revenue unless and until the feared risks had in fact turned out 
to he real and the desired investment had actually been made and lost. 

It is debatable whether the ordinary loss deduction should be limited 
to investors in a foreign business corporation along the lines of the 
Treasury proposal or should be available to any investor in the under- 


developed areas. Many potential investors in these areas may not 
originally have enough recurring business to justify their going to the 
trouble and expense of formally forming a foreign business corpora- 
tion. It has been our view that a great deal of new investment might 
be stimulated with a limited cost to the Government if ordinary de- 
ductions were allowed generally on account of capital losses incurred 
in the less-developed areas. 
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DEFERRAL OF U.S. TAX ON INVESTMENT OF PROPERTY AND TECHNICAL 
SERVICES 


We have proposed in our report a change in existing tax laws, 
whereby the U.S. tax would be deferred where technical services are 
rendered in exchange for the stock or securities of a company in the 
less-developed areas, or where property is invested in such a company 
in exchange for a substantial interest in that company. If an engineer- 
ing firm or some other technical service organization takes stock or 
securities for its labor, it usually has to include the value of the stock 
or securities in its taxable income and pay a tax in cash even though 
no cash has been received. This necessity of paying a tax on such a 
paper profit obviously deters those who might otherwise be willing to 
make an investment of their services. . 

Similarly,.an investment of property for stock and securities is tax- 
able, irrespective of prior approval of the Commissioner of Internal 
Revenue, unless the investor and others investing simultaneously own 
80 percent or more’of the stock of the foreign company. Here again, 
a tax on a paper profit may well stand in the way of useful and im- 
portant investment. Investment of services and property for stock is 
advantageous to an underdeveloped country because it permits capital 
development while limiting the drain on its foreign exchange 
resources, 

Such investments, bringing American and technical personnel into 
an underdeveloped area, seem to me basically the kinds of investment 
which it should be our foreign policy to encourage. It may be that 
tax deferral for many of these could be accomplished through the 
foreign business eg sagen Many more such investments should 
result, particularly by smaller companies, if tax deferral could be 
obtained without the cost and rouble which would be involved in 
the formation of a foreign business corporation. 


EXTENSION OF TAX REDUCTION TO ALL FOREIGN SOURCE INCOME 


There is one other major issue which is considered by our report, 
and is also the subject of a proposal in H.R. 5; ie., a general tax 
reduction for all foreign source income. 

In preparing otr report we considered and rejected the proposal 
to reduce generally the tax on foreign source income. We did so for 
two major reasons: 

1. We did not believe, on a balancing of the foreign, fiscal, and tax 
policy of the United States, that U.S. taxpayers should enjoy lower 
tax rates on all foreign source income in order to increase private for- 
eign investment. Tax reduction of 14 points, as proposed in H.R. 5, 
would, according to the Treasury, involve a substantial revenue loss. 
Yet, as shown in appendix D to our report, few taxpayers would save 
enough materially to affect their oversea investment decisions. 

2. To extend tax reduction to foreign income from sources outside 
the Western Hemisphere would benefit existing investments when 
the objective is primarily to stimulate new investments. To limit the 
reduction to new investment would be discriminatory. 
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CONCLUSION 


I do not wish to take the time of the committee in reiterating some 
of our other tax proposals. They are contained in the sections of 
my report which hare filed with the committee. 

In conclusion, may I express my deep appreciation to the committee 
for allowing me the privilege of appearing here and of expressing to 
you my views on this very important subject. It is my earnest hope 
that the committee will look favorably on the recommendations which 
I have discussed here today. As I stated before, our recommenda- 
tions have constantly kept in mind that new tax legislation in this 
field should be tailored to accomplish our foreign policy objectives 
without creating windfall profits and with a minimum of revenue loss. 
In my opinion, they can be a very important incentive in encouraging 
more private American investment abroad—particularly in the newly 
developing countries—a major objective of U.S. foreign policy. 

The Cuarrman. Mr. Straus, we thank you, sir, for coming to the 
committee and giving this very fine statement in support of your 
views on H.R. 5. Are there any questions? You asked permission, 
I believe, to include in the record certain extra materials? 

Mr. Srravs. Yes, sir. 

The Cuamman. Without objection that will be included at the end 
of your statement. 

(The information referred to follows :) 


A Report AND RECOMMENDATIONS PREPARED PURSUANT TO SECTION 413(c) OF THE 
Mutua Security Act or 1954, as AMENDED 


EXPANDING PRIVATE INVESTMENT FOR FREE WORLD ECONOMIC GROWTH 


Prepared under the direction of Ralph I. Straus, as Special Consultant to the 
aa Secretary of State for Economic Affairs, Washington, D.C. April 
5 
* * * * % * * 


III. TAXATION OF FOREIGN INVESTMENT 
Introduction 

Tax considerations often determine where American firms invest, how much, 
and for what purposes. Experience in Puerto Rico and in other countries, and 
with our own World War II program for accelerated amortization for defense 
facilities, shows that tax incentives can be effective in stimulating particular 
investments. Tax incentives for private foreign investment, however, which are 
equitable and acceptable in the light of other policy objectives affecting taxation, 
cannot overcome all the obstacles to needed private investment in developing 
eountries. Nonetheless, appropriate changes in taxation are the broadest type 
of device for promoting the objectives of this study without requiring direct or 
indirect case-by-case administration. 

We have considered a number of tax measures designed to stimulate foreign 
investment in general, as well as special devices that give added incentives for 
investment in the less developed countries. Consequently, our tax proposals 
for foreign investments fall under two general headings : 

1. Those applicable to all foreign investment ; and 
2. Those that apply only to investments in the less developed countries. 

We have attempted to weigh these measures and their objectives against the 
requirements of our tax system and to choose tax incentives that do not threaten 
to create windfalls, special privileges, or revenue losses without corresponding 
advantages that further the foreign policy objectives of the United States. 


The foreign business corporation 


We recommend that the Internal Revenue Code be amended to give special 
tax treatment to domestic corporations known as foreign business corporations 
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(FBC’s), such special treatment to have the effect of deferring payment of U.S. 
income taxes on the profits of an FBC arising from foreign investments and 
operations until those profits are actually distributed to U.S. stockholders or 
otherwise diverted from foreign uses.” 

A foreign business corporation would, we believe, stimulate foreign investment 
by U.S. firms by permitting eligible companies to defer their U.S. tax on income 
accumulated abroad, provided such income is reinvested abroad. In addition, 
the proposed FBC would enable companies operating abroad to integrate the 
management of their foreign activities, to decide without regard to tax consid- 
erations whether to operate abroad through a U.S. branch or through a foreign 
subsidiary, and to transfer their foreign earnings from one country to another 
without tax liability. 

Many U.S. companies presently achieve similar objectives through foreign sub- 
sidiary “tax haven” holding companies. The FBC will create an incentive to 
domesticate such companies and at the same time subject them to the require- 
ments of filing U.S. income tax returns annually, whether or not the tax liabilities 
exist. 

We favor a system of tax deferral instead of tax exemption or tax reduction 
because either of the latter would cause a permanent revenue loss without impor- 
tant reciprocal incentives to foreign investment. 

There are, of course, practical limits on the incentives resulting from U.S. 
tax reduction or exemption. The tax rates in such countries as India, Pakistan, 
Burma, Ceylon, Ghana, and Nigeria, for example, are so high that the credit 
now allowed by our tax law for the tax paid in those countries offsets most, 
sometimes all, U.S. tax liability on income from those. countries. Neither a 
U.S. rate reduction nor U.S. tax deferral would give an incentive to a potential 
U.S. investor in some countries in the absence of either a rate reduction or a 
period of tax forgiveness or tax deferral by the foreign country. 

We believe that there should be no geographical limitation on the foreign 
activities and sources of income of an FBC because the diplomatic problems and 
domestic pressures involved in choosing particular countries or areas would 
make a general system of legislative or administrative selection very difficult. 
Moreover, since the FBC involves tax deferral rather than tax reduction, it is 
appropriate for investment both in developed and underdeveloped countries. 

When a U.S. investor is hesitant because of unfamiliarity with local condi- 
tinos and uncertainty as to political stability, the tax deferral approach offers 
a substantial incentive by providing an opportunity to expand foreign activities 
from earnings that would otherwise be taxable. On balance, therefore, we believe 
that tax deferral through an FBC would be a conservative, practical, and poten- 
tially very useful element in a program to stimulate foreign investment. 

Two alternative methods of tax accounting for an FBC.—An FBC would pay 
U.S. income taxes only when and to the extent that earnings and profits are 
distributed or loaned to stockholders of the FBC. Corporations owning stock 
in FBC’s would have a 100 percent deduction for dividends received from the 
FBC instead of the 85 percent deduction applied to dividends received from U.S. 
subsidiaries by their parent corporation. Under this method, however, an indi- 
vidual stockholder of an FBC would be subject to double taxation: by the pay- 
ment of U.S. taxes by an FBC and by payment of personal income taxes. 

A second method would be to exempt an FBC from U.S. income tax on income 
derived from sources outside of the United States, as in the case of existing 
foreign base or tax haven corporations. A U.S. stockholder would be granted 
no deduction for dividends received from an FBC. Thus, the U.S. income tax 
would be paid by the U.S. parent corporation or individual stockholder on the 
full amount of dividends from an FBC. 

Both alternatives should achieve substantially the same tax result when 
applied to the U.S. corporate shareholder in an FBC. The choice between them 
should be made by technicians concerned with the problems of drafting and 
administering the legislation. However, to make the first method of benefit to 
individual shareholders without subjecting them to double taxation would seem 
to create complicated problems regarding the tax treatment of domestic corpo- 
rate dividends to individuals. For this reason we recommend the second method. 

The suggested characteristics of the proposed foreign business corporation 
(FBC) are contained in appendix C. A table of foreign tax rates and charts 
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showing the tax effect of three leading tax proposals currently under discussion 
are contained in appendix D. 


Other proposals applicable to all foreign investment 


Tax on branch banking abroad.—U.S8. banks normally operate abroad through 
branches, rather than foreign subsidiaries, so as to provide the added confi- 
dence of their full capital and resources. Consequently, there are special rea- 
sons for conducting banking operations abroad through branches that do not 
apply to other foreign operation. However, banks are denied the tax advantage 
of operating through foreign subsidiaries. 

We recommend that branches abroad of U.S. banks be permitted to treat 
their foreign branches as FBC’s for tax purposes, under appropriate accounting 
regulations, in the event that such branches would qualify as FBC’s if separately 
incorporated. 

Foreign taxes “in lieu of’ income tares.—Under present law U.S. taxpayers 
may credit against their domestic tax liability foreign income taxes and foreign 
taxes “in lieu of” income taxes. The great variety of foreign taxes has presented 
a difficult problem to the Treasury Department in determining those which are 
“in lieu of” income taxes. However, the present interpretation of “in lieu of” 
is restrictive in that it is interpreted as meaning a tax directly substituted for, 
or replacing, an income tax that otherwise would apply. 

We have considered the possibility of an amendment to the Internal Revenue 
Code designed to bring within the tax credit system foreign taxes other than 
those directly substituted for income taxes. The problem of defining which of 
the many kinds of foreign taxes have effects similar to income taxes is practically 
insurmountable. Accordingly, we have concluded that the best practical way 
of dealing with this problem is through the negotiation of tax treaties, where 
the full effect and impact of particular foreign taxes can be examined. 

We recommend that— 

1. The problem of recognizing foreign taxes for tax credit purposes be 
dealt with in tax treaty negotiations; and 

2. The Treasury Department reexamine its interpretation of the present 
statutory language and seek legislative support for a more liberal inter- 
pretation of such taxes. 

Portfolio investment.—Under existing law (as amended in 1954) regulated 
investment companies, 50 percent of whose assets are in foreign securities, are 
permitted to pass foreign tax credits through to their shareholders. This pro- 
vision has been little used. 

We recommend that all regulated investment companies should be able to 
pass their available foreign tax credits through to their shareholders. 

Devaluation of foreign balances.—Financial losses due to depreciation or de- 
valuation of foreign currencies is a major source of concern to U.S. foreign in- 
vestors. We have found no generally applicable method of protecting or insuring 
investors against these losses which is both administratively ond legally prac- 
tical and which would not expose the U.S. Government to unwarranted risk and 
cost. 

We believe, however, that there is one practical method of providing limited 
relief through tax treatment. Working capital funds held abroad by U.S. corpo- 
rations in the form of cash balances and short-term accounts receivable will 
sustain a loss in dollar value whenever a devaluation occurs in the currency in 
which they are held. Under applicable Securities and Exchange Commission 
regulations, this loss must be shown by the U.S. company in reporting its finan- 
cial position as an operating loss due to exchange rate changes. The loss shown 
must be the difference in the dollar value of working capital, computed at the 
applicable exchange rates at the beginning and at the end of the year. It is not 
clear, however, that existing law recognizes this loss for tax purposes. 

We recommend that existing law be clarified to provide that the loss due to 
exchange rate change, required by the Securities and Exchange Commission to be 
shown in published financial statements, also be recognized as an ordinary loss 
for tax purpoes. 


Taz treaties 


We believe that tax treaties are a very useful mechanism for mutually adjust- 
ing the tax jurisdictions of the United States and other countries. The nego- 
tiating process itself provides an effective forum for technical review of the two 
tax systems and their impact on each other. We are concerned, however, at the 
length of time which frequently elapses between an expression of interest by a 
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foreign government and the initiation of a tax treaty negotiation—and its even- 
tual conclusion. We feel that a serious effort should be made to accelerate the 
negotiating process. 

As we have indicated in the section of this chapter on the foreign business 
corporation, tax reduction or deferral by the United States may not be an effective 
incentive to foreign investment in some cases because the tax rates of the other 
country are as high as, or higher than, the U.S. rate. Consequently, when high 
foreign taxes are applied as a credit against the U.S. taxes the latter are virtually 
eliminated. Thus, the deterrent to investment is often the foreign rather than 
the U.S. tax. 

Several tax conventions are in the process of negotiation, whereby the United 
States is prepared to recognize for tax credit purposes temporary income tax 
reductions offered by foreign governments as an incentive to new, productive 
investment under local legisltaion and procedures to be specified in the conven- 
tions. Thus, the U.S. taxpayer would be permitted a tax credit for the foreign 
income tax waived under such incentive legislation. This would achieve a mutual 
tax reduction which should be quite effective in stimulating ‘investment. We 
believe that tax treaties embodying this “tax sparing’ concept should be nego- 
tiated as rapidly as is feasible with underdeveloped countries. 

In endorsing the tax sparing policy, we believe that further consideration 
should be given to allowing special U.S. tax credit for the foreign tax “spared” 
or deferred by tax legislation which offers other incentives such as special 
or accelerated depreciation allowances. 

We believe that a foreign government is likely to be less willing to reduce its 
foreign tax rate in response to a U.S. rate reduction than to defer its tax on 
reinvested earnings as a counterpart of similar U.S. action. Thus, tax deferral 
as contemplated with respect to an FBC may provide a more favorable basis 
than tax reduction for international tax negotiations with foreign countries. 

We recommend more rapid negotiation of tax treaties with “tax sparing” 
and similar provisions, and the use of such treaties to achieve a more liberal 
recognition of foreign taxes in allowing tax credits. 

We also recommend negotiations leading to deferral by foreign governments 
of income tax on reinvested earnings to match the recommended U.S. tax de- 
ferral through the device of a foreign business corporation. 


Proposals for investment in less developed countries only 


The following proposals are presented in order to meet one of the major ob- 
jectives of U.S. foreign policy, namely, to accelerate the rate of U.S. investment 
in the less developed areas. These proposals offer special incentives not ac- 
corded under existing law to foreign investment and should be limited in their 
application to investment in the countries of Asia, Africa, and Latin America, 
with provision for the addition or deletion of individual countries by the Sec- 
retary of State depending upon the requirements of national policy. 

U.S. tax treatment of foreign capital losses —Under existing law capital losses 
on foreign investments, like capital losses incurred on domestic investments, can 
generally be deducted only against capital gains. Losses on foreign investments 
in the less developed countries deserve special treatment. Fear for the safety 
of capital has been a major deterrent to private investment abroad, especially 
in the less developed and less familiar areas. 

We recommend that a deduction against ordinary income be allowed for 
eapital losses sustained by individual investors and corporations (including 
foreign business corporations) on their new investments in the less developed 
areas. 

We also recommend that capital losses sustained by a foreign business cor- 
poration on its new investments in the less developed areas should be carried 
through to its stockholders and made available to them as a deduction against 
their ordinary income and applied by them to reduce the basis of their stock 
in a foreign business corporation. 

These benefits should be available for a definite statutory period, say 10 years, 
or be made reliably and permanently applicable to any eligible investment made 
prior to a change in policy, even if the losses themselves are incurred thereafter. 

The tax benefits afforded by these recommendations would correspond directly 
to some of the major fears and risks which now deter foreign investment, that 
is, risk of total loss for noncommercial reasons and risk of intermittent inter- 
ruptions of foreign operations and other harassments which may from time to 
time cause large operating losses. Moreover, the Government would not lose 
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revenue except when the feared risks have in fact turned out to be real and the 
desired investment has actually been made and lost. 

Deferral of U.S. tax on investment of property and technical services.—In- 
vestments of property for stock and securities are discouraged by the provisions 
of U.S. tax laws requiring that unless the U.S. investor has the prior approval 
of the Commissioner of Internal Revenue and unless he and other investors 
own 80 percent or more of the stock of the foreign subsidiary when they com- 
plete the investment, he will have to pay a U.S. tax on his paper profit, even 
though he has received no cash from the transaction with which to pay the tax. 

Moreover, under existing law, even if an engineering firm or some other 
technical service organization is willing to take stock or securities for its labors, 
it would have to include the value of the stock or securities in its taxable 
income. The obligation to pay a tax before receiving any cash from a trans- 
action with which to pay it obviously deters investment of property and tech- 
nical services. This puts pressure on those investors who have actually taken 
stock or securities to liquidate their investment, thus terminating the partner- 
ship between the American investor and the foreign enterprise. 

We believe that it is highly desirable to encourage American businessmen to 
invest not only money, but also plant, equipment, inventory, and services in the 
less developed countries. Such investments enable these countries to receive 
valuable capital equipment without any equivalent drain on their limited dollar 
supply. Where the investment involves a substantial but not a controlling 
equity, it puts American business in partnership in the foreign enterprise to the 
obvious advantage of both the United States and the host country. 

We recommend a change in existing tax law so that— 

1. Where technical services are rendered in exchange for the stock or 
securities of companies in the less developed countries, the U.S. tax will be 
deferred until the stock or securities are sold ; and 

2. Where property is invested in a company in one of the less developed 
countries in exchange for stock or securities, the U.S. tax will also be 
deferred until the stock or securities are sold, provided the U.S. investor 
has an interest of 10 percent or more in the foreign company. 

Tax deferral for reserves to guarantee loans.—Institutional lenders in the 
United States (i.e., insurance companies, pension funds, savings institutions, and 
the like) have large financial resources but are generally precluded by law and 
practice from lending to foreign borrowers without the guarantee of a U.S. cor- 
poration.?, Such a U.S. corporation may, however, be reluctant to reduce its 
own credit resources for domestic operations in order to guarantee a loan to its 
foreign affiliate. 

To facilitate access to institutional sources of capital, it is suggested that a 
domestic corporation should be permitted to defer the U.S. corporate tax of 52 
percent on that amount of its gross income equal to the face amount of a loan 
extended to its foreign affiliate by an institutional lender and to pledge that 
amount to guarantee the loan. 

In order to permit the Treasury to obtain the current use of the taxes thus 
deferred, it is suggested that the borrower be required to purchase an interest- 
free Government note which then can serve as security for 52 percent of the 
loan. When the loan is in fact paid off without resort to the guarantee, the 
deferred tax could be paid by a cancellation of the note. 

If the loan is defaulted, the lender would collect on the Government note for 
52 percent of the amount in default and from the guarantor corporation for the 
balance. This would represent no loss of tax revenue in any case, since payments 
made under the terms of a guarantee to meet a defaulted loan would be deduct- 
ible under existing law from the corporation’s gross income. 

The advantage of this arrangement is twofold: 

1. It permits the borrower to assure the lender that the loan is fully guar- 
anteed at the time it is made even though only 48 percent of it is a drain on 
the borrower’s domestic borrowing capacity ; and 

2. Neither the borrower nor the lender would have to negotiate for anything 
from the Government in advance of the transaction. 

In order to prevent perpetual deferral of taxes through indefinite renewal 
of loan guarantees, it would be essential to specify that the Government’s obli- 
gation would in no case extend beyond the loan period initially contracted for. 
The Government might also want to set limits on the duration of loans eligible 


2The special problems of certain institutional lenders are discussed further in ch. IV. 
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for this tax treatment. Also, of course, the borrower would be subject to normal 
tax obligations and appropriate interest charges and penalties if he could not 
demonstrate the genuineness of any default which invoked the guarantee. The 
policing problem would be no different than that now presented when a payment 
of similar kind is claimed as a proper deduction from taxable income. 
We recommend that the Internal Revenue Code be amended to permit a 
domestic corporation to defer its U.S. income tax on that amount of its gross 
income equal to its guarantee to institutional lenders of loans made to its foreign 
affiliate in the less developed countries. 
Exemption of an FBC from the personal holding company tar.—The proposed 
FBC would ordinarily be subject to the penalty tax imposed on personal holding 
corporations when owned 50 percent or more by five or less individuals and 
members of their families. 
We recommend that consideration be given to exempting from the personal 
holding company tax FBC’s which receive 90 percent or more of their gross 
income from the less developed countries. 
We recognize, of course, that this recommendation might raise political issues 
because it would give wealthy taxpayers and their families ‘certain tax ad- 
vantages which they do not now enjoy. On the other hand, a large potential 
source of ingenuity and investmént, available from individuals and closely held 
corporations which could fruitfully be employed in the less developed countries, 
might otherwise be lost. 


APPENDIX C 


Suggested characteristics of the foreign business corporation (FBC) 

A. A domestic corporation could elect to qualify as an FBC if at least 90 
percent of its income is derived from sources outside the United States and at 
least 90 percent of its income is from the active conduct of trade or business 
abroad, either directly or through equity participation in foreign subsidiaries 
so engaged. 

B. An FBC would be exempt from U.S. tax on income derived from foreign 
sources in all categories (e.g., sales of goods or services, profits, dividends, 
interest, royalties, compensation for technical, engineering, and similar services). 
This exemption would be subject to the following limitations: 

1. Income derived from sources within the United States would be subject 
to U.S. tax; 

2. Income from foreign dividends, interest, and royalties would qualify for 
exemption only when received from a foreign corporation at least 10 percent 
of whose voting shares were owned by the FBC; 

3. A corporation which earned more than 50 percent of its gross income 
from exports would not qualify as an FBC. Moreover, leigible income from 
exports would be only that income attributable to merchandising activity 
abroad. Manufacturing and wholesaling profits actually earned in the 
United States would remain subject to U.S. tax by strict enforcement of the 
existing pricing provisions now applicable to transactions between U.S. 
parent corporations and their Western Hemisphere and foreign subsidiaries. 
This provision is included in order to prevent purely trading activities that 
take place without substantial overseas investments from enjoying the tax 
benefits of an FBC. 

C. The stockholder in an FBC (corporate or individual) would be subject to 
regular U.S. income tax on dividends from an FBC in the same way that dividends 
paid by a foreign subsidiary to a U.S. stockholder would be taxed, i.e., without any 
deduction for dividends received. The dividends to the corporate stockholders 
should be taxed even where the FBC is a member of a group of affiliated corpora- 
tions filing a consolidated return, or it may be adv isable to make FBC’s ineligible 
to participate in such groups. 

D. Foreign tax credits, including those available under tax-sparing treaties, 
would remain available as at present as an offset against the U.S. tax on divi- 
dends paid by the FBC to its stockholders. 

BH. Under existing law a foreign base corporation can be used by U.S. stockhold- 
ers to overcome the per country limitation on their foreign tax credit. Thus, they 
can enjoy as a credit the tax imposed in excess of 52 percent by certain countries 
through averaging such higher tax with a lower tax (less than 52 percent) im- 
posed by other countries. In order to make a similar result available to stock- 
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holders of an FBC, the FBC should be allowed the alternative of choosing the 
overall limitation on the foreign tax credit instead of the per country limitation. 

F. In order to enable domestic corporations with existing foreign investments 
and operations to take advantage of an FBC, the proposed law will make possible 
the tax free transfer at any time of property, such as the assets of foreign 
branches, stock and securites of foreign subsidiaries, patent and trademark rights 
and license agreements, from a U.S. corporation to an FBC in exchange for 
stock or securities of the later. Furthermore, it will be possible to reorganize 
existing foreign branches into foreign subsidiaries, wholly owned or owned 
jointly with others, without U.S. tax consequences. The tax treatment of such 
transfers of property and reorganizations will be subject to safeguards which 
prevent an FBC or its U.S. parent from realizing ordinary income as a capital 
gain and which prevent reorganizations otherwise designed to avoid U.S. tax. 

G. Percentage depletion is not now available to foreign corporations since 
their income is fully exempt from U.S. tax and, therefore, should not be avail- 
able to FBC’s. 

H. An FBC would be exempt from the accumulated earning tax since its stated 
purpose is to stimulate the accumulation and reinvestment of earnings from 
foreign investment. 

APPENDIX D 


Data on taxation of foreign source income 

This appendix provides data on the effective rates of foreign and U.S. tax on 
foreign-source income. An effort has been made to provide accurate information 
of general applicability, without entering too deeply into the more technical 
aspects of taxation and without considering in detail all of the special factors 
of taxation that may apply to particular cases. 

1. Foreign tax rates.—Table D-1 shows effective rates of taxation generally 
applied by 53 foreign countries to the earnings of the locally incorporated sub- 
sidiary of a U.S. corporation. Throughout this appendix the data refer to tax- 
ation of the earnings of the subsidiary of a U.S. corporation for two reasons: 

(a) The subsidiary form, rather than the branch form, is the most commonly 
used method of investment abroad and covers by far the largest proportion of the 
value of U.S. direct investment abroad in all areas of the world. 

(b) Among investments abroad in the form of branch operations, a large 
proportion is in extractive industries. The availability of percentage depletion 
and other tax advantages to these operations makes them rather special cases 
which are not comparable to other investments in terms of the definition of earn- 
ings Which are actually taxed. 

The figures in table D—1 were supplied by the Bureau of Foreign Commerce, 
Department of Commerce, The figures for Western Hemisphere countries have 
been brought up to date through the end of 1958, while those for other countries 
were applicable as of early in 1958. Few changes of major importance occurred 
during 1958 in these countries so that the data are believed to be adequately 
representative. 

It is of considerable importance to recognize that the tax rates shown in table 
D-1 are the effective rates which apply in the absence of special incentives 
provided by the foreign countries. Many of the countries shown offer to foreign 
investors generally, or to selected foreign investors (sometimes on an individually 
negotiated basis), such special incentives as complete or partial elimination of 
income tax for a limited time, or special or accelerated depreciation allowance for 
new investment. The rates shown in table D-1 are those that apply in the 
absence of such incentives or after they have ceased to operate. The succeeding 
charts and tables, which show the combined incidence of foreign and U.S. taxa- 
tion, do, however, also show the incidence for a situation where there is no 
foreign tax, as would usually be the case during the limited period when special 
foreign tax incentives operate. 

Conditions and rules of income taxation vary considerably from one country 
to another. Hence, table D-1 can only be an approximation to comparable tax 
rates. It is especially important to recognize that the definition of taxable 
income may vary among countries. The following assumptions were made in 
arriving at the figures in table D-1: 

1. All countries have about the same deductions and exemptions. 

2. The rate given is the one generally applicable to foreign subsidiary 
corporations, wholly owned by a U.S. corporation. Special income tax 
regimes in some countries designed to apply primarily to a few enterprises, 

especially those in extractive activity, are not covered in the table. 
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3. Where there is a progressive corporation income tax, the rate shown 
is based on the highest overall effective rate that would apply to income on 
a good-sized U.S. investment. 

4. Where there is an excess profits tax based on a relationship to capital, 
and the taxpayer can avoid it by paying a smaller capital tax, the latter 
alternative is chosen. Where the excess profits tax is progressive, it was 
assumed that the U.S. subsidiary corporation earned 40 percent on its 
capital. 

5. There is strict enforcement. 

6. All corporate profits of the subsidiary, after foreign taxes, are de- 
clared as dividends to the U.S. parent company. 

7. The rates shown include both taxation on the earnings of the sub- 
sidiary as such and taxation on the dividends transferred to the U.S. parent 
corporation. 

2. Total foreign and U.S. tax on income from foreign subsidiaries.—Tables 
D-2, D-3, D-4, and charts A, B, and C show the combined incidence of foreign 
and U.S. taxation on the income of a U.S. corporation earned through and by a 
wholly owned foreign subsidiary. In all instances it is assumed that all of the 
profits of the foreign subsidiary,;-after foreign taxes, are declared as dividends 
to the U.S. parent corporation. While this assumption departs considerably 
from common practice (since a large volume of U.S. direct investment abroad 
occurs through reinvestment of the profits of subsidiaries), it is necessary in 
order to achieve reasonable comparability’ in the data. 

The tables and charts are based on the figures for foreign-taxation shown in 
table D-1. To these are added the U.S. tax, if any, that would apply under one 
of three alternate methods of U.S. taxation on foreign income, which have been 
proposed : 

The existing system which would effectively remain the same for dis- 
tributed dividends under the proposal for a foreign business corporation 
contained in this report; 

2. The 14-percent-point tax reduction proposal contained in the Boggs 
bill (H.R. 5, 86th Cong., Ist sess.). This proposal is used for comparative 
purposes because it is currently under consideration and because it is neces- 
sary to have a specific form of such a proposal, since there are technical 
differences of tax computation among different 14 point proposals. 

38. The Committee on World Economic Practices (CWEP) proposal ((¢c) 
below), which would replace the present tax treatment of income from 
foreign investments (held by a foreign business corporation) by an effective 
flat tax of 7.8 percent in many instances. 

The calculation of the total tax incidence under each alternative is shown 
briefly below. 

(a) Existing system: After foreign tax is taken from profits, the remaining 
profits are distributed as dividends. The dividend is subject to taxation at 52 
percent on the U.S. parent corporation, but the foreign tax credit system as 
applied to foreign subsidiaries provides, in effect, that the rate of foreign tax 
is deducted from the rate of U.S. taxation, with only the remaining rate of U.S. 
tax being applied. Note that this provides relief from foreign taxation twice; 
once because the foreign tax is deducted from the profit of the subsidiary before 
it declares a dividend, and once when the rate of foreign tax is deducted from 
the rate of U.S. tax on the dividend. This double relief often has the effect of 
making the combined incidence of foreign and U.S. tax less than 52 percent, as 
the tables and charts indicate. Illustrative calculations are shown below for a 
country with no income tax, and for Panama, with an effective income tax of 
26 percent. 


{In percent] 
No foreign Panama 
tax 

2. Rate of foreign tax on 0 26 
6. U.S. tax rate (52 percent) minus foreign tax rate____. 52 26 
8. Total tax (3 plus 52 45. 24 
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(b) Representative Boggs’ 14-percentage-point proposal: Under the Boggs bill 
(H.R. 5, 86th Cong., 1st sess.) the effective rate of U.S. taxation on income from 
a foreign investment (when distributed as dividends in the United States) would 
be 38 percent. There would usually be no intercorporate dividend tax on the 
dividend from a corporation qualifying for the 38-percent rate, because in nearly 
all cases it would also qualify as a Foreign Business Corporation, dividends from 
which would carry a 100-percent dividend received deduction. In these circum- 
stances the calculation of the total incidence of foreign and U.S. taxation would 
be the same as under the above system but substituting a 38-percent rate of U.S. 
taxation for the existing 52-percent rate. The calculation is as shown below. 


[In percent] 


No foreign Panama 
tax 

4, Profit of aabsidiary, after foreign 100 74 
6. U.S. tax rate (38 percent) minus foreign tax rate... 38 12 


(c) The proposal of the Committee on World Economic Practices (CWEP) 
(shown as an alternate proposal in appendix D, charts A, B, and C). This pro- 
posal would permit income from foreign investment to be received by a tax- 
exempt foreign business corporation. Dividends from this corporation to an 
ordinary U.S. corporation would be taxed under one of two alternatives: 

1. They would carry the usual 85-percent dividends-received deduction 
common to dividends declared from one U.S. corporation to another. This 
would have the effect of making them subject to a 7.8-percent tax rate (52 
percent times 15 percent). 

2. They would receive the same foreign tax credit treatment as at present, 
but would not enjoy the 85-percent dividends-received deduction. "Wherever 
the effective rate of foreign taxation on the foreign subsidiary is below 44.2 
percent, the first alternative will give the lowest U.S. tax. Wherever the 
foreign tax rate is 44.2 percent or above, the second alternative will minimize 
the U.S. tax. When the second alternative is used, the net effect is to subject 
income from foreign investment to the same overall incidence of tax as the 
existing system referred to above. 

The same two cases are shown below in illustrative calculation, using the 
first alternative. 


(In percent] 
No foreign Panama 
tax 

6. Effective U.S. tax rate (no foreign tax credit) -............-.-..--------.-- 7.8 7.8 


8. The effect of tares on net return from foreign investment.—Tables D-5, 
D-6, and D-7 illustrate the effect of the total incidence of foreign and U.S. tax 
on the net return, after all taxes, from a foreign investment. It is assumed 
illustratively that, in all cases, a return of 20 percent of capital, before any 
taxes, is earned or anticipated from investment in a foreign subsidiary. 
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These tables portray only the tax results to the U.S. stockholder on the theo- 
retical complete distribution of accumulated foreign earnings. They do not 
show for any of the three methods the tax advantages of reinvestment cf 
accumulated earnings which would be made available by the proposed deferral 
of U.S. income tax. However, it should be noted that the three methods of 
taxation discussed in this appendix would all provide the same effect for re- 
invested foreign earnings. 

The total tax incidence, shown in the previous three tables, when applied to 
this 20-percent level of return before tax, yields the net rates of return, after 
foreign and U.S. tax, shown in the following three tables. 

The following interpretive comments appear merited by these tables: 

(a) The lower the rate of foreign taxation, the greater the incentive pro- 
vided by the CWEP proposal. This is especially true where there is no foreign 
tax, as during the period when a special foreign tax incentive applies. 

(b) In the absence of special foreign tax incentives, or after they have ceased 
to operate, the advantage of the CWEP proposal is much less marked. It 
ceases to have any advantage over the Boggs 14-percentage-point proposal 
when the foreign tax rate reaches 30.2 percent. Hence, referring to table D-1, 
the CWEP proposal would provide particular incentives to investment in coun- 
tries with special tax incentives, in some of the Central American countries, 
and in Iran, Turkey, and the Belgian Congo. 

(c) The Boggs proposal would provide the greatest degree of incentive for 
foreign investment in countries with tax rates of from 30.2 to 52 percent. 

(d) Except for countries with special tax incentives (for the period during 
which they operate) and countries with very low rates of taxation (some Cen- 
tral American countries, Iran, the Belgian Congo, and Turkey), the difference 
in the effect of the three systems on net return after tax is not as large as may 
be commonly supposed. This may justify the following distinctions: 

1. For many existing investments, either the Boggs proposal or the CWEP 
proposal may bring considerable tax relief. 

2. However, for newly contemplated investments, the question arises 
whether the additional net return provided by either of these two pro- 
posals would swing many investment decisions substantially, when the pros- 
pective investor is faced with a multitude of uncertainties, especially in 
the more unfamiliar countries. 

(e) It is clear that in many countries where the national interest would be 
served by larger U.S. investment (including the larger and more important 
Latin American countries and many countries in southeast Asia and Africa— 
except to the extent special initial incentives apply), neither of these two alter- 
natives would provide any significant additional incentive. 

Note.—In the foreign tax data in this appendix, information on a number of 
foreign countries and territories has been omitted. The data for Europe are 
intended to be for comparative purposes only, and for this reason no special 
effort was made to make them complete. The omitted countries or areas also 
include several in the Middle East and a number in Africa and southeast Asia. 
The reasons for the omission of these countries from the tables are the following: 

1. In some cases, adequate factual detailed information is not available 
in Washington on the country’s tax system. While all of the data in this 
appendix are only representative of tax rates under certain specific assump- 
tions, some countries were omitted when it was not possible to verify what 

the tax effect of these assumptions would be. 

2. In other cases, the country’s income tax system is so complex, or so 
uncertain, that it could not be calculated on a comparable basis with the 
other figures given herein. This included some countries whose major 
sources of revenue are other than income taxes. 
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TaBLE D-1.—Effective foreign tax rates on the locally incorporated subsidiary of a 
‘ U.S. corporation 


[Percent of taxable income] 


WESTERN HEMISPHERE 


Dominican 52. 0 
EUROPE AND AUSTRALASIA (SELECTED COUNTRIES) 
United Kingdom 45. 5 
ASIA AND AFRICA (SELECTED AREAS) 

16. 0| Union of South Africa. 37. 5 
Federation of Rhodesia and a 64. 2 


NotE.—The above are the effective total rates of foreign taxation. The figures are based on generally 
spolicaie rules and do not account for special incentives such as initial tax forgiveness or liberal deprecia- 
tion allowances. 


Source: Bureau of Foreign Commerce, Department of Commerce. 
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Tas_e D-2.—EFffective total (foreign plus U.S.) tax rates on earnings of a foreign 


subsidiary of a U.S. corporation under 8 alternate methods * 


[Percent] 
Total foreign and U.S. tax 
Country Foreign Existing 14-percent 
tax system and point pro- CWEP 
proposed posal in proposal ? 

FBC Boggs bill 

(H.R. 5) 
52.0 38.0 7.8 
ETE 19.0 45.7 34.4 25.3 
22.0 45.4 34.5 23.1 
24.0 45.3 34.6 29.9 
10. Dominican Republic................--.-..<- 32. 1 45.6 36. 1 37.4 
35.5 46.1 37.1 40. 5 
37.5 46.6 37.8 42.4 
42.0 47.8 42.0 46.5 
45. 2 48.7 45. 2 48.7 
48.5 50.3 48.5 50.3 


1 When all foreign earnings after foreign tax are declared as dividend to U.S. parent corporation. 


? Shown as an alternate proposal on chart A. 


8 This would be the case during the application of any period of initial tax forgiveness offered by a foreign 


country as an incentive to foreign investment. 


Source: From data on foreign tax rates supplied by Bureau of Foreign Commerce, Department of Com- 


merce. 
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WESTERN HEMISPHERE 


ign TAXATION OF CORPORATE FOREIGN INVESTMENT 
Effective Total (Foreign plus U.S.) Tax Rates on Earnings of a 
Foreign Subsidiary Under Three Alternate Methods 
Rate of 
eae Foreign Tax Total Tax Rate } 10 20 30 40 50 60 70 
0.0 No Foreign Tax & 
19.8 
25. 
28.1 sede 
20.9 25.0 
32.7 26.0 = 
32.7 anama 
37.2 | 
40.1 Cone 
48.4 
48.7 
50.3 
52.0 37.5 Venezuela — 
75.0 
43.0 
Gille 
45.2 Colombia 


75.0 Uruguay 


(-_] EXISTING SYSTEM AND PROPOSED F.B.C. 
14% POINT PROPOSAL IN BOGGS BILL (H.R. 5) 


AN ALTERNATE PROPOSAL—85% DIVIDENDS 


SOURCE: SEE TABLE D-2 
RECEIVED DEDUCTIONS 


43349—59——18 


pl Chart A 

(e) 10 20 30 40 50 60 70 a 
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EUROPE AND AUSTRALASIA (SELECTED COUNTRIES) 


TasLe D-3.—Effective total (foreign plus U.S.) tax rates on earnings of a foreign 
subsidiary of a U.S. corporation under $ alternate methods * 


[Percent] 
Total foreign and U.S. tax 
Country Foreign Existing 14-percent 
tax system and | point pro- CWEP 
proposed posal in proposal 2 
FBC Boggs bill 
(H.R. 5) 
CAE * nn 52.0 38.0 7.8 
By 6 nn 41.1 47.5 41.1 45.7 
42.2 47.9 42.2 46.7 
8. 45.5 49.0 45.5 49.0 
9. 46.5 49.4 46.5 49.4 
10. } 47.5 49.9 47.5 49.9 
11. 48.4 50.3 48.4 50.3 
12. 50.8 51.4 50.8 51.4 
13. 51.0 51.5 51.0 51.5 
14. 53.7 53.7 53.7 53.7 


1 When all foreign earnings after foreign tax are declared as dividend to U.S. parent corporation. 

2 Shown as an alternate proposal on chart B. 

3 This would be the case during the application of any period of initial tax forgiveness offered by a foreign 
oountry as an incentive to foreign investment. 

Source: From data on foreign tax rates supplied by Bureau of Foreign Commerce, Department of Com- 
merce. 
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EUROPE AND AUSTRALASIA  ¢seLecteD COUNTRIES) 


TAXATION OF CORPORATE FOREIGN INVESTMENT 


Effective Total (Foreign plus U.S.) Tax Rates on Earnings of a 
Foreign Subsidiary Under Three Alternate Methods 


Rete of 
Foreign Tex Total Tax Rate Ss 10 20 30 40 50 
| 


0.0 No Foreign Tax 


(a) 10 20 30 40 50 


(_) EXISTING SYSTEM AND PROPOSED F.B.C. 


3 14% POINT PROPOSAL IN BOGGS BILL (H.R. 5) 


AN ALTERNATE PROPOSAL—85% DIVIDENDS 
RECEIVED DEDUCTIONS SOURCE: SEE TABLE D-3 
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ASIA AND AFRICA (SELECTED AREAS) 


TABLE D-4+.—Effective total (foreign plus U.S.) tax rates on earnings of a foreign 
subsidiary of a U.S. corporation under three alternate methods * 


[Percent] 
Total foreign and U.S. tax 
Country Foreign Existing 14-percent 
tax system and point pro- CWEP 
proposed posal in proposal 2 

FBC Boggs bill 

H.R. 5) 
3. Morocco 20.0 45.6 34.4 26. 2 
5. Belgian Congo 25.0 45.3 34.8 30.9 
30.0 45.4 35. 6 35.5 
30.0 45.4 35.6 35. 5 
8. Ethiopia 31.0 45.5 35.8 36.4 
35.0 46.1 37.0 40.1 
11. Federation of Rhodesia and Nyasaland_.---- 37.5 46.6 37.8 42.4 
OF 37.5 46.6 37.8 42.4 
45.0 48.9 45.0 48.9 
52.0 52.0 52.0 52.0 
: 63.0 63.0 63.0 63.0 
69.4 69. 4 69.4 69.4 


1 When all foreign earnings after foreign tax are declared as dividends to U.S. parent corporation. 

2 Shown as an alternate proposal on chart C. 3 

3 This would be the ease during the application of any period of initial tax forgiveness offered by a foreign 
country as an incentive to foreign investment. 

Source: From data on foreign tax rates supplied by Bureau of Foreign Commerce, Department of 
Commerce. 
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Chart C 


FOREIGN INVESTMENT INCENTIVE ACT 
ASIA AND AFRICA (SELECTED AREAS) 
TAXATION OF CORPORATE FOREIGN INVESTMENT 
Effective Total (Foreign plus U.S.) Tax Rates on Earnings of a 
Foreign Subsidiary Under Three Alternate Methods 
Total Tax Rete 50 60 70 
0.0 No Foreign Tax 
16.0 Iran = 
34.0 Saudi Arabia oad 
37.5 Fed. Rhod. & Nyasa. 
37.5 Union of S. Africa 
52.0 Jopen i 
57.7 Ceylon 
58.0 India 
63.0 
| 
69.4 Burma 
0 10 20 30 49 50 60 70 


EXISTING SYSTEM AND PROPOSED F.B.C. 
14% POINT PROPOSAL IN BOGGS BILL (H.R. 5) 


AN ALTERNATE PROPOSAL—85% DIVIDENDS 
RECEIVED DEDUCTIONS 


SOURCE: SEE TABLE D-4 


= 
sal 3 
a 
‘= 
— 


264 


FOREIGN INVESTMENT INCENTIVE 


WESTERN HEMISPHERE 


Taste D-5.—The effect of three alternative tax proposals on net return from 
investment by a U.S. corporation in a foreign subsidiary * 


[Percent] 
Net earnings after foreign and U.S. tax 
would be— 
Subsidiary earns 20 percent on capital, before tax, in— 
Existing 14-percent 
system point pro- CWEP 
and pro- posal in proposal 
posed Boggs bill 
FBC (H.R. 5) 
10.9 13.1 14.9 
10.9 13.1 14.0 
10.9 12.8 | 12.5 
10.4 | 11.6 | 10.7 
_ 10.3 11.2 10.3 
20. 9.7 | 10.3 9.7 


! Assuming all foreign earnings after foreign tax are declared as dividends to U.S. parent corporation. 
2 This would be the case during the application of any period of initial tax forgiveness offered by a foreign 
country as an incentive to foreign investment, 


Source: From tax rate data in table No. D-2. 


EUROPE AND AUSTRALASIA (SELECTED COUNTRIES) 


TaBLe D-6.—The effect of 3 alternative tax proposals on net return from 
investments by a U.S. corporation in a foreign subsidiary * 


[Percent] 
Net earnings after foreign and U.S, tax 
would be— 
Subsidiary earns 20 percent on capital, before tax, in— Existing | 14-percent 
system and point pro- CWEP 
proposed | posal in proposal 
FBC | Boggs bill | 
| (H.R. 5) | 

10.4 | 11.6 | 10.7 
10.2 | 10.9 | 10.2 
10.0 | 10.5 | 10.0 


1 When all foreign earnings after foreign tax are declared as dividends to U.S. parent corporation. 


2 This would be the case during the application of any period of initial tax forgiveness offered by a foreign 
country as an incentive to foreign investment. 


Source: From tax rate data in table No. D-3. 
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ASIA AND AFRICA (SELECTED AREAS) 


TABLE D-7.—The effect of 3 alternative tag proposals on net return from 
investment by a U.S. corporation in a foreign subsidiary * 


[Percent] 
Net earnings after foreign and U.S. tax 
would be— 
Subsidiary earns 20 percent on capital, before tax, in— Existing 14-percent 
propose posa pro 
FBC Boggs bill 
(H.R. 5) 

3. Morocco....--.- 10.9 13.1 14.8 
10.9 12.9 12.9 
10.9 12.8 12.7 
11, Federation of Rhodesia and Nyasaland..............------ 10.7 12.4 11.5 
12. Union of South Africa.................. ‘ 10.7 12.4 11.5 
10.5 12.0 11.1 
14, Philippines... 10.5 11.8 10.8 


1 When all foreign earnings after foreign tax are declared as dividends to U.S. parent corporation. 
2 This would be the case during the application of any period of intial tax forgiveness offered by a foreign 
country as an incentive to foreign investment. 


Source: From tax rate data in table No. D+4. 


The Cuarrman. Mr. Boggs will inquire. 

Mr. Boaes. Mr. Chairman, I will not ask any questions, in view of 
the time situation, but I would like to commend Mr. Straus and his 
associates for their outstanding contribution in this field. 

The CHarrMan. Mr. Knox will inquire. 

Mr. Kwox. Mr. Straus, I listened very carefully to your prepared 
statement. Would you be inclined to believe that if this legislation 
were favorably considered by the Congress there would be consider- 
able foreign investment as far as American capital is concerned ? 

Mr. Srravs. I did not quite hear that last part of your question, sir. 

Mr. Knox. Would there be a broader field of American capital 
invested in the foreign countries than there is today ? 

Mr. Srravs. I believe there would, sir; yes. 

Mr. Knox. And that would be mostly in the manufacturing field, 
would it not? 

Mr. Srraus. I believe that this would primarily affect the manu- 
facturing field, because in any case the extractive industries have to 
go where they can find their raw materials. 

_ Mr. Knox. Would it put the United States in a noncompetitive field 
in meeting the competition from foreign operations because of the 
lower labor cost of operations in foreign countries ? 

_ Mr. Srravs. I believe, sir, that American business has to compete 
in world markets on world terms. We are faced at the present time 
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with a new and vigorous growth of European industry in the Common 
Market. I believe that our American firms are establishing plants in 
the Common Market countries in order to preserve their sales. I also 
believe that in the third areas of the world, if we do not assist private 
industry in a proper way, the vacuum of needed capital—needed pri- 
vate capital—will be filled by European nations and probably also 
by the Communists if our American private capital does not have the 
necessary incentive to face rigorous competition. 

Mr. Knox. It would seem to me that we are in the field of export- 
ing and we want to continue. If our American capital is going to be 
given tax incentives or deferral income-tax payments in order that 
they may plow their earnings back in for expansion purposes, would 
we not be encouraging those corporations to go into foreign countries 
and produce the necessary needs of those foreign countries for manu- 
factured goods to the point where we possibly would not have that 
export field that we have today as far as American-made products 
are concerned ? 

Mr. Srravus. Mr. Knox, I share your fear that this may happen 
but I think that we have to recognize the world we are living in. I 
don’t believe that an American manufacturer would establish him- 
self abroad for the purpose of entering the Common Market or third- 
country markets if he could successfully enter that market from his 
U.S. production. 

Mr. Knox. It is a fact that in the reciprocal trade agreements the 
United States today still exports from one country to another country 
which has no connection at all except through the reciprocal trade 
agreements ? 

Mr. Srravs. That is correct, sir. 

Mr. Kwox. Will this not grow and become possibly cancerous? 

Mr. Srravs. I donot believe it will. 

Mr. Knox. Will you tell me, then, why you do not believe it would? 

Mr. Srravs. I believe the important factor here is that the dynam- 
ism of American industry should make itself felt. I do not believe we 
are going to be faced with the problem of exports from American 
ene back to this country, which I believe is the point that you 
made. 

Mr. Knox. Not exactly, because through our reciprocal trade agree- 
ments naturally there are many agreements that are reached whereby 
the United States receives goods from other countries and then this 
country would receive goods from some other country that has no con- 
nection with reciprocal trade. 

Mr. Srravs. That is correct, sir. 

Mr. Kwox. My greatest fear is that we possibly will take ourselves 
out of the export market to the degree that possibly will cause some 
distress within the continental United States. I think we must have 
some control and ceilings on these operations if we expect to succeed 
not only in helping these foreign countries improve their status and 
give these incentives to those who are willing to invest their capital 
abroad, because today we are still in some difficulty as far as employ- 
ment is concerned in the United States, and much of our business world 
is tied closely to our export markets; is it not ? 

Mr. Srravs. I agree with you, Mr. Knox, that we should do every- 
thing to preserve American export markets. However, I believe that 
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if some of these measures are not carried out we may not only lose our 
exports, but we may also lose the Sg of participating in 
these markets and in these sales through our foreign companies. So 
we would lose both ways. It is for that reason that I believe this 
legislation is important. 

Mr. Knox. You don’t have too much fear as far as the possible loss 
to the United States as far as the export market is concerned ? 

Mr. Srravs. My feeling is, sir, that if we were going to lose those 
export sales, we would lose them anyway. I would much prefer to 
see American business competing in the best way it can around the 
world and reaping a profit from its operations overseas. 

Mr. Knox. You are speaking of American business. Of course, I 
am for the free enterprise system and always have been, and against 
government interference. Tonnes there is this one question that 
is basic and something that should be explored thoroughly, and that 
is, as to the ultimate outcome, should this legislation be passed? What 
great impact it will have upon the American economy and the poten- 
tial growth that is needed in this country in order to absorb all boys 
and girls that are graduating from high school and college annually, 
and coming directly into the field of employment. I am concerned 
about it, and I think possibly you are concerned about it. I think we 
should explore everything thoroughly before we make any decisions as 
to whether or not there is going to be any tax deferral, in order that 
these profits may be plowed back into expansion from one country to 
another. It is not confined to one country. It can go from England 
over to South America or down into the Far East or the Middle East, 
whichever the company may decide they would want to expand them- 
selves in their respective operations. 

Mr. Srravs. As pointed out by many witnesses, sir, and also in 
our report, tax deferral is aenilaile to domestic corporations at the 
present time through foreign subsidiaries and foreign-based corpora- 
tions. 

Mr. Knox. My greatest fear is that we may possibly come into a 
position that will be noncompetitive because of the high standards 
which we have here as far as living is concerned. Of course, that 
affects the wage scale. Knowing something about some of the wa 
scales in some of the foreign countries, I am very cognizant of the 
fact. that those countries can produce the necessary products at a 
fraction of the cost here in the United States. Of course, that will 
be channeled into the export market that we normally now are serv- 
ing and we can expect that we will lose them. 

The Cuatrman. Mr. Simpson will inquire. 

Mr. Stmpson. Mr. Straus, I have one question. Would you favor 
any limitation whatever upon an American manufacturer abroad 
with respect to his right to manufacture abroad and reship the goods 
to the United States? 

Mr. Srravs. I do not believe I would favor such a provision, Mr. 
Simpson. I think that this law that we are discussing here has to 
do with our foreign investment. I believe that we have other laws 
affecting our trade and the imports into this country, and that they 
are sufficient at the present time to protect our industry. 

Mr. Stmpson. You refer to the escape clause. 

Mr, Srraus. Yes, in the Reciprocal Trade Agreements Act. 
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Mr. Srwpson. You think the escape clause would be sufficient pro- 
tection for any business which might be subjected to excessive 1m- 
ports and which is being injured today ? 

Mr. Srravs. I believe that would be the case. 

Mr. Sumpson. Thank you very much. 

Mr. Acer. Mr. Chairman. 

The CHarrman. Mr. Alger. 

Mr. Axcer. I have been running through appendix D which you 
mention on page 13 of your statement. Under the subheading No. 1, 
Mr. Straus, do I understand that you are for or against the 14 per- 
centage point tax deduction in section 4? 

Mr. Straus. We recommended against it. 

Mr. Axerr. I could not quite understand your language there. I 
wanted to be sure that was your view. You are against the tax cut 
but you are for the tax deferral ? 

r. Straus. Yes, sir. 

Mr. Atcer. Thank you, Mr. Chairman. 

The Cuatrrman. Thank you, Mr. Straus, for coming to the commit- 
tee and giving us this presentation. 

Mr. Srravs. Thank you. 

The Cuarrman. Our next witness is Mr. Strackbein. Mr. Strack- 
bein, although you have been before the committee on several other 
occasions and we know you quite well, for the benefit of the record 
will you identify yourself ? 


STATEMENT OF 0. R. STRACKBEIN, CHAIRMAN, NATIONWIDE COM- 
MITTEE ON IMPORT-EXPORT POLICY, WASHINGTON, D.C. 


Mr. Srracksern. My name is O. R. Strackbein. I am chairman 
of the Nationwide Committee on Import-Export Policy. 

The Cuarran. Mr. Strackbein, can you conclude your statement 
in 15 minutes? 

Mr. Srracksern. I think I can. 

The Cuarrman. If you omit any parts of it, your entire statement 
will be included in the record without objection. 

Mr. StrackseIn. Thank you, sir. 

My interest in this particular legislation lies in the relation that 
this bears to the general question of tariffs and trade. Were it not 
for that relationship I should not have asked to testify. There is, 
however, I think, a close relationship between what is intended by 
this legislation and our general policy on tariffs and trade. 

The purpose, of course, of this legislation is to promote foreign in- 
vestments through special inducements that are not enjoyed by busi- 
ness enterprise in this country. Inevitably this raises some question. 
Specifically, it should take into account the changing competitive 
situation of the United States as we face the productivity revolution 
taking place in other industrial countries. 

I have noted some questions that arise. These appear toward the 
bottom of page 2, a I sall skip down to that spot. 

It seems to me that a qualitative analysis is necessary if we are to 
answer the various questions that inevitably arise. Perhaps a dis- 
tinction can be drawn between types of investment abroad or the 
circumstances that suggest going abroad. If so, it might be possible 
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to encourage one type of investment while discouraging or at least 
not helping other types of such investments. 

First we should inquire into both the domestic and foreign effects 
of any contemplated investment abroad. 

One, would it have the effect of reducing employment in this 
country 

(2) “Would it reduce employment in production for export by fillin 
export needs from abroad rather than from this country; or woul 
our ena? exports decline in any case, as the previous witness has 
suggested ¢ 

e next question would be whether the migration of our capital 
would entirely dry up our exports in particular lines of industry. 
Would all of our exports, for example, that are now shipped out from 
this country be filled from other countries, from a second country, 
and perhaps even to a third country, shipping, say, from Germany 
to South erica, rather than shipping from the United States to 
South America? 

(6) Would imports be stimulated as a result of the foreign invest- 
ment, that is, would the products manufactured by the expatriated 
American capital be exported to this country ? 

Second, would the foreign investment promote industrial develop- 
ment abroad? Obviously that is one of the purposes of the bill. 

(a) Would it bring industry to underdeveloped countries and thus 
reduce the need for foreign economic aid? I know that this question 
has been discussed here in these hearings, but I have not felt that the 
question has been satisfactorily answered, or answered very clearly. 

(6) Would it merely represent added internal competition abroad 
as might be the case if the investment were made in advanced in- 
dustrial countries? Would this lead to good will abroad or might 
it generate ill will in the foreign country? It is just possible that 
highly developed industrial countries might not look with great favor 
upon the increased competition internally that would be produced 
by increased American investment in those countries. 

Three, would it tend to reduce the relative attractiveness of domestic 
investment as compared with the foreign? If so, would this effect 
reduce industrial expansion in this country or dampen it so that 
domestic growth would slacken its pace? 

We should also inquire into the effect on technological development 
abroad, and upon the relative competitive standing of American 
producers and manufacturers in world trade. 

Would stimulation of American capital advance foreign produc- 
tivity to a degree that would render our domestic market more 
vulnerable to imports?) For example, American oil developments in 
other countries greatly enhance their productivity in that field with- 
out raising productivity in the United States. This exposes domestic 
producers to a more severe competition than formerly. Do the large 
oil companies need a tax incentive to extend their foreign invest- 
ments? If so, should we then turn around and restrict the imports 
or the increased imports arising from these increased investments, 
as by import quotas, such as we are doing today ? 

Would foreign investment bring wage increases abroad in propor- 
tion to the increase in productivity achieved? If not, it would tend 
to render American producers in this country even more noncom- 
petitive than they are in many cases even today. 
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Should any proposed tax incentive be tied to higher: wage scales for 
the foreign workers employed? I simply raise the question. ; 

Third, could such investments be channeled into products and in- 
dustries that are relatively noncompetitive with our own industries? 
Could they be used in particular to encourage production of materials 
in which this country is deficient ? 

If so, as in the case of lead and zinc and copper, would they have 
the effect of displacing production in the United States while in- 
creasing production abroad? Or could the increased foreign produc- 
tion be disposed of in the country of investment or in other foreign 
markets? If the investment could not be so channeled, would it then 
be wise to develop foreign industries that would be expected to in- 
crease competition both A and abroad with existing domestic in- 
dustries, such as in the case of cotton textiles, and so pile up greater 
purpines here? Should special inducements be offered toward such 
an end? 

The question of foreign investment climate must also be given im- 
portant consideration. 

One, if the foreign investment climate in some areas is not accept- 
able, would it be more statesmanlike on the one hand to encourage 
or on the other to discourage the flow of capital to such areas? An 
unfavorable climate could be deduced from unfavorable past prac- 
tices, or unsuitable laws, and so forth. 

We had the very recent and current experience of expropriation of 
sugar and other lands in Cuba. Those investments in Cuban sugar 
properties date back a generation or more. Here is a country with a 
new government coming into power that intends to expropriate these 
lands with apparently unsatisfactory arrangements for compensation. 
Only a year ago in Venezuela, the tax on oil was increased and made 
retroactive to the beginning of the year 1958. It seems only proper 
that if we are to stimulate foreign investments that some attention 
should be paid to the problems that are created by actions of that 
kind in foreign countries. 

If investment in countries with an unfavorable climate could not 
be discouraged, should it, on the other hand, be favored with a special 
tax inducement as proposed in this bill, or could tax incentives be 
so devised that they would not apply to countries in which the climate 
isnot suitable? How to draw the distinction ? 

Already the Treasury Department proposes that any incentives that 
might be extended should be confined to so-called underdeveloped 
countries. Perhaps some other distinction could also be drawn which 
would prevent the granting of incentives to investments in countries 
that have not treated foreign capital investments in the proper manner. 

nee are other questions that should be explored before a decision is 
reached. 

For example, the foreign investment eventually may lead to more 
exports from this country even if in the short run they caused a 
decline. What should be done in the meantime about the sharper 
competition that might be generated from abroad ? 

Mr. Chairman, it is generally said that foreign investments do in- 
crease trade. I believe that the experience of the past years when 
our foreign investments have increased would substantiate the prop- 
osition that foreign investments do stimulate our exports. 
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Now, there may, however, be a limit to that kind of stimulation, as 
in the case of exports or rather investment abroad in the automobile 
industry. So for some years, the increased investment abroad in 
Germany and England and France perhaps did increase our exports, 
but in the past 5 years our exports of automobiles have declined from 
over 200,000 a year to approximately 100,000 a year. In other words, 
as the foreign industry itself becomes able to supply—I mean the for- 
eign industry created by American capital begins to be able to supply 
their own market and even to export from there as has been the case in 
the automobile industry—then instead of increasing our exports, it has 
the tendency of reducing our exports, and that might well be the 
case in other instances. 

Another question would be whether tax incentives should be ex- 
tended to firms that are already operating overseas. If the tax is 
to be an incentive to increased foreign investment, it does not seem 
that it should be extended to those who are already operating there. 

Then if foreign countries become aware of our incentives, might 
they not increase their own taxation, if not in one form, then in some 
other form, so as to nullify our efforts? 

The most important question of all, however, is the one of the U.S. 
competitive position in the field of international trade. That is the 
one that I am principally concerned with. Hundreds of domestic 
manufacturers have been driven to foreign investments because of 
high production costs in this country compared with foreign costs. 
This is a development that has come to the surface only recently, but 
was long in the making. The emigration in many instances is thus 
a defensive one. 

The question arises whether such migration should be encouraged 
or whether we should look at the homefront instead. If that part of 
our capital that is devoted to production for export should increas- 
ingly move overseas, then this country would face a drastic decline 
in exports, except in the subsidized part. The decline has already 
set in, and has reached the proportions of some 20 percent within the 
last 18 months. Employment in our export industries, instead of 
expanding, would decline. Unemployment would increase. Beyond 
that, our expatriated capital would begin shipping foreign produced 
goods into this country. This would depress those of our industries 
that are vulnerable to import competition. In many instances these 
ha ane to be exporters themselves. 

y giving tax incentives under these circumstances, it would seem 
that our Government would be contributing to our own economic 
discomfiture. 

Would it not be better to improve the domestic climate for invest- 
ment in this country ? 

This of itself would not remove the attractiveness of foreign invest- 
ment if the attractiveness was intrinsic in the first place, rather than 
based on the unhappy international competitive position of many of 
our industries. 

Should it be possible to divide investments made abroad so that 
firms seeking foreign expansion as a long-term policy and not as a 
means of seeking an export haven—if this division could be made so 
that one class might be put into one group, and the others into 
another—some inducement could undoubtedly be justified. I think 
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it would be a complete reversal of commonsense to help firms run 
away from the United States, from the scene of trouble, so to speak, 
that affects all of us, while doing nothing to remove the causes of the 
conditions from which they seek to flee. 

There could be no objection to foreign tax incentives if they were 
applied not as inducements to flee the scene of our own self-inflicted 
economic wounds, and as an excuse for not facing the realities, but 
rather as a means of helping permanent types of foreign investments. 
The investments made abroad as a result of the present and growing 
competitive pinch might in fact not be soundly based. The reason 
for being would largely disappear in any case if and when the competi- 
tive situation reversed itself. 

The final question then becomes one of legislative draftsmanship 
that would make it possible to give a hand (1) to foreign investments 
made in pursuance of a broad long-range policy, and (2) to invest- 
ments made in underdeveloped countries where the competitive prod- 
uct is not sold back to this country, while avoiding a boost to fleeing 
capital that merely seeks an escape from conditions at home. The 
Government should accept as a responsibility correction of the con- 
ditions at home that bring about the desire to go abroad. The runa- 
way incentive should not only not be aided and abetted; it should be 
looked upon as a failure of past policies that calls for correction in 
its own right. 

The alternative to the flight of capital that seeks temporary greener 
pastures abroad lies in improving the domestic investment climate, 
rather than considering the situation as being hopeless. If foreign 
competition based on lower unit cost of production is at the root of 
the trouble, the imports should be appropriately regulated. It is cer- 
tainly not good me to sit idly by while our own industry is driven 
away by a type of competition that gets its advantage from develop- 
ments that were and are beyond the competence of domestic industry 
to overcome. 

If the domestic investment climate were improved so that our in- 
dustries would not be driven abroad in self-defense, the flow of in- 
vestment abroad might be confined to sounder ventures. This might, 
of course, mean a decline in the outflow. Having established a sound 
investment base at home, it might be appropriate to offer inducements 
to industries contemplating long-term investments abroad. However, 
the inducements should not be offered without first shoring up the 
homefront. Otherwise we would be inviding an exodus of our capital 
that might bring self-perpetuating consequences of disastrous pro- 
portions. 

Mr. Chairman, that ends my statement. I would like to offer for 
the record as being in point a paper which is 11 pages in length, double 
space typewritten, entitled “Productivity Challenge From Abroad.” 
This is a copy of an address which I made some 2 weeks ago before 
an industrial association, and elaborates some of the points of the 
competitive condition of the United States as it faces the rest of the 
world today. 

The CxHarrman. Without objection, that will be included, Mr. 
Strackbein, at this point in the record, as will your full statement. 

Mr. Srrackeetn; Thank you very much. 
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(The statements referred to follow :) 


SraTEMENT OF O. R. STRACKBEIN, CHAIRMAN, THE NATIONWIDE COMMITTEE ON 
Import-Export PoLicy 


H.R. 5 proposes several changes in the existing tax treatment of profits arising 
from private foreign investments. The purpose is to promote such investments 
through special inducements that are not enjoyed by business enterprise in this 
country. These inducements might be regarded as compensating for risks and 
difficulties that may be encountered in the foreign field. 

The question, however, is not quite so simple. Other considerations inevitably 
arise. The subject, for example, should be pondered in relation to other aspects 
of our foreign trade policy. Specifically, it should take into account the chang- 
ing competitive situation of the United States as we face the productivity revolu- 
tion taking place in other industrial countries. 

To be sure, private foreign investments may be regarded as a means of moving 
away from burdensome governmental participation in economic development 
abroad. Foreign aid is a drain on the taxpayer and of course our tax burden is 
already an onerous one. Substitution of private capital for public outlays also 
recommends itself as a means of lightening the public burden. Moreover, private 
investments might be more soundly conceived and therefore be economically 
more beneficial to the countries in which they are made than public assistance. 

Private foreign investments could further be expected to help us hold foreign 
markets that today are slipping away. In fact, many domestic manufacturers 
have already taken steps in that direction and many others are extensively busy 
exploring the possibilities. The incentive in these many instances resides in the 
avoidance of losses resulting from declining exports, actual or prospective. By 
manufacturing in foreign markets such markets might continue to be held in 
those instances in which our domestic exports have become noncompetitive. 
American capital would thus continue to earn profits for its investors. Whether 
a further incentive by way of tax inducement would be necessary to encourage 
such expatriation of domestic capital is a question that needs to be explored. 

It seems to me that a qualitative analysis is necessary if we are to answer the 
various questions that inevitably arise. Perhaps a distinction can be drawn 
between types of investment or the circumstances that suggest going abroad. 
If so, it might be possible to encourage one type of investment while discouraging 
others. First, we should inquire into both the domestic and foreign effects of 
any contemplated investment abroad: 

1. Would it have the effect of reducing employment in this country? 

(a) Would it reduce employment in production for export by filling export 
needs from abroad rather than from this country or would our domestic 
exports decline in any case; i.e., even if we did not invest abroad? Would 
migration of our capital dry up our exports completely? 

(b) Would imports be stimulated as a result of the foreign investment; 
i.e., would the products manufactured by the expatriated American capital 
be exported to this country? . 

2. Would the foreign investment promote industrial development abroad? 

(a) Would it bring industry to underdeveloped countries and thus re 
duce the need for foreign economic aid? 

(bo) Would it merely represent added internal competition abroad as 
might be the case if the investment were made in advanced industrial coun- 
tries? Would this lead to good will or might it generate ill will in the 
foreign country? 

3. Would it tend to reduce the relative attractiveness of domestic investment 
as compared with the foreign? If so, would this effect reduce industrial expan- 
sion in this country or dampen it so that domestic growth would slacken its 
pace? 

Second, we should inquire into the effect on technological development abroad 
and upon the relative competitive standing of American producers and manu- 
facturers in world trade. 

1. Would stimulation of American capital emigration advance foreign pro- 
ductivity to a degree that would render our domestic market more vulnerable 
to imports? For example, American oil development in other countries greatly 
enhances their productivity without raising productivity in the United States. 
This exposes domestic producers to a more severe competition than formerly. 
Do the large oil companies need a tax incentive to extend their foreign in- 
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vestments? If so, should we then restrict the imports arising from the increased 
investments by quotas? 

2. Would foreign investment bring wage increases abroad in proportion to 
the increase in productivity achieved? If not, it would tend to render American 
producers in this country even more noncompetitive. Should any proposed tax 
incentive be tied to higher wage scales for the foreign workers employed? 

3. Could such investments be channeled into products and industries that are 

(a) If so, as in the case of lead and zine and copper, would they have the 

ticular to encourage production of materials in which this country is deficient? 

(a) If so, as in the case of lead and zine and copper, would they have the 
effect of displacing production in the United States while increasing pro- 
duction abroad? 

(b) Or could the increased foreign production be disposed of in the 
same or other foreign markets? 

(c) If the investments could not be so channeled, would it be wise to de- 
velop foreign industries that would be expected to increase competition 
both here and abroad with existing domestic industries such as cotton 
textiles and so pile up greater surpluses? Should special inducements be 
offered toward such an end? 

Third, the question of foreign investment climate must be given important 
consideration. 

1. If the foreign investment climate in some areas is not acceptable, would 
it be more statesmanlike on the one hand to encourage or, on the other, to dis- 
courage the flow of capital to such areas? An unfavorable climate would be 
deduced from unfavorable past practices, unsuitable laws, etc, 

2. If investment in countries with an unfavorable climate could not be dis- 
couraged, should it, on the other hand, be favored with special tax inducements? 
Or could tax incentives be so devised that they would not apply to countries 
in which the climate is not suitable? How draw the distinction? 

There are other questions that should be explored before a decision is 
reached. 

For example, would foreign investments eventually lead to more exports from 
this country even if in the short run they caused a decline? What should be 
done in the meantime about the sharper competition that might be generated 
from abroad? 

Should the tax incentives be extended to firms already operating overseas or 
should they be used strictly as an inducement to increase such investment and 
therefore be applicable only to new or expanded investments? 

If the incentives were made retroactive, so to speak, considerable windfalls 
might accrue to existing investments. [ 

As foreign countries became aware of our incentives might they not increase 
their own taxation, if not in one form, then in another, and so nullify our efforts? 

The most important question of all, however, is the one of the U.S. competitive 
position in the field of international trade. Hundreds of domestic manufacturers 
have been driven to foreign investments because of high production costs in this 
country compared with foreign costs. This is a development that has come to 
the surface only recently but was long in the making. The emigration in many 
instances is thus a defensive one. 

The question arises whether such migration should be encouraged or whether 
we should look at the homefront instead. If that part of our capital that is 
devoted to production for export should increasingly move overseas, this coun- 
try would face a drastic decline in exports, except in the subsidized part. Em- 
ployment in our export industries, instead of expanding, would decline. Un- 
employment would increase. Beyond that, our expatriated capital would begin 
shipping foreign-produced goods into this country. This would depress those 
of our industries that are vulnerable to import competition. In many instances 
they are not exporters. 

By giving tax incentives under these circumstances, it would seem that our 
Government would be contributing to our own economic discomfiture. 

Would it not be better to improve the investment climate in this country? 

This would not remove the attractiveness of foreign investment if the attrac- 
tiveness was intrinsic in the first place rather than based on the unhappy inter- 
national competitive position of many of our industries. 

Should it be possible to divide investments made abroad so that firms seeking 
foreign expansion as a long-term policy and not as a means of seeking an export 
haven, might be placed into one class and the others into another class, some 
inducements could undoubtedly be justified. I think it would be a complete re- 
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versal of commonsense, however, to help firms run away from the United States, 
from the scene of trouble, so to speak, that affects all of us, while doing nothing 
to remove the causes of the conditions from which they seek to flee. 

There could be no objection to foreign tax incentives if they were applied, not 
as inducements to flee the scene of our own self-inflicted economic wounds and 
as an excuse for not facing the realities, but rather as a means of helping per- 
manent types of foreign investments. The investments made abroad as a result 
of the present and growing competitive pinch might not be soundly based. Their 
reason for being would largely disappear in any case if and when the competitive 
situation reversed itself. 

The final question then becomes one of legislative draftsmanship that would 
make it possible to give a hand (1) to foreign investments made in pursuance of 
a broad long-range policy and (2) to investments made in underdeveloped coun- 
tries where the competitive product is not sold back to this country, while avoid- 
ing a boost to fleeing capital that merely seeks an escape from conditions at 
home. The Government should accept as a responsibility correction of these 
conditions. 

The runaway incentive should not only not be aided and abetted; it should be 
looked upon as a failure of past of policies that calls for correction in its own 
right. 

The alternative to the flight of capital that seeks temporarily greener pas- 
tures abroad lies in improving the domestic investment climate rather than con- 
sidering the situation hopeless. If foreign competition based on lower unit cost 
of production is at the root of the trouble, the imports should be appropriately 
regulated. It is certainly not good policy to sit idly by while our own industry 
is driven away by a type of competition that gets its advantage from develop- 
ments that were and are beyond the competence of domestic industry to overcome. 

If the domestic investment climate were improved so that our industries 
would not be driven abroad in self-defense, the flow of investments abroad 
might be confined to sounder ventures. This would, of course, mean a decline 
in the outflow. Having established a sound investment base at home it might 
be appropriate to offer inducements to industries contemplating long-term 
investments abroad. However, the inducements should not be offered without 
first shoring up the homefront. Otherwise we would be inviting an exodus of 
our capital that might bring self-perpetuating consequences of disastrous 
proportions. 


Appress or O. R. STRACKBEIN, CHAIRMAN, THE NATIONWIDE COMMITTEE ON IM- 
PoRT-Export Poticy, BEFoRE THE Drop ASSOCIATION, SPRING LAKE, 
N.J., JUNE 22, 1959 


PRODUCTIVITY CHALLENGE FROM ABROAD 


For many years since the advent of mass production in this country American 
industry stood in the forefront among the industrial nations of the world in 
point of productivity per worker. The moving production line, interchange- 
ability of parts, labor-saving machines, and finally automation, were American 
developments in response to a mass market. The fast-growing population and 
the gospel of high wages as practiced by Henry Ford opened the way toa 
torrent of goods and gadgets such as no one in the Old World had dared enter- 
tain even in dreamland. ~ 

In America technology achieved such wonders of production that within a 
generation our crates and packs, bales, and barrels spilled over our outer borders, 
across the seas and found their way into markets all over the world. Our in- 
dustry, armed abundantly with ingenious machines and devices, heavy crushers 
and grinders, singing gears and screeching saws, turned out pieces and parts in 
fast tumbling succession. There was nothing like it elsewhere in the world. 

In the United States wages rose to a high level, but so did output per man- 
hour, particularly in the mass production industries. This higher productivity 
kept unit prices low. In fact, the high productivity made possible the high wages. 
As a result the much lower wages prevailing abroad were no source of worry to 
the giant producers in this country. Foreign productivity was relatively low 
and, therefore, no great threat. Even some of our smaller industries were able 
to hold their own in competition with the wage-starved countries overseas. 

Obsessed with the notion that this was to be the permanent order of the uni- 
verse and assuming that we had no real need of much competitive insulation 
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against the rest of the world, while at the same time hungering for markets that 
would absorb our burgeoning surpluses, we began 25 years ago a program of eco. 
nomic disarmament. Pressed as we were by heavy economic frustration during 
the depression and the consequent high emotional buildup, we characteristically 
jumped in with both feet. We thoroughly hated the tariff and turned upon it the 
usual outpourings of wrath and ridicule, and went after it with muscle ang 
meat ax. We felt very virtuous as we cut and ripped the tariff wall to pieces, 

We moved rapidly in the direction of free trade and sought to liberate world 
trade in the image of Adam Smith’s philosophy of 1775, while at home we rap 
in the opposite direction as fast as we could to upset the free market, by inter. 
ferring with nearly all factors of production through public controls and forced 
inflation of prices and wages. To date we have lowered the average protective 
effect of our tariff approximately 80 percent. This we did while we were creat. 
ing high vulnerability by raising cost burdens at home through legislative 
enactments such as farm price supports, minimum wages, obligatory collective 
bargaining, etc. Meantime the combined forces of the State Department and 
the White House virtually nullified the relief measures provided by Congress as 
remedies against individual cases of severe injury caused by the exposure. 

In very recent years, i.e., since the cumulative effect of the Marshall plan 
made itself felt, the United States has come into a new world economic position, 
This position differs greatly from both our prewar position and even from the 
first 10-year postwar period; but the seeds of the change were sown throughout 
those years. 

A world technological transformation has erupted on the scene and the end 
is not yet. This transformation has far-reaching economic implications for the 
United States and American industry, agriculture, and labor. It would be inae- 
curate to refer to it as an oversea industrial revolution since it lacked the 
characteristics of a revolution, industrial or otherwise. Nevertheless the results, 
as they are bearing in upon us, have much of the impact of a revolution. 

What has really happened has been a great technological leap by many foreign 
countries, especially in Europe and Japan. This leap was fomented, nurtured, 
financed, or underwritten by the United States. Since 1949, when foreign aid 
began to function on a grand scale, we have shipped, inclusive of commercial 
exports, $30 billion worth of machinery and equipment to other countries. This 
represents a vast amount of mechanical instaliations, equal to more than half of 
the new machinery added by industry in the United States in the same period. 

This crowding into one decade of a technological advancement that otherwise 
would have required a generation or more plus billions of dollars in research 
and development for its achievement has shaken and reshaped the world of trade 
and foreign competition. ; 

No longer is the United States the great technological center of the world nor 
the sole source of mass-produced goods. We are being challenged by our foster 
children in nearly all quarters. Just as we once outgrew the tutelage of the 
mother country, to her everlasting amazement and irreversible loss, so our tech- 
nological offspring in a number of other countries no longer need us. Thanks 
to our generosity they can outdo us almost at will, in many instances meeting 
and easily defeating us on our own home grounds. 

How could such a result spring from the well-meaning policies of so strong a 
Nation as the United States? As well ask, how could Rome have fallen? How 
could England lose her empire and mastery of the seas? 

The makings of our present discomfiture have unfolded before our very eyes; 
but people with their eyes wide open often will not see. 

There is no mystery. We have systematically handicapped our production 
with increasing cost burdens while extending our technology abroad free of much 
of this burden. 

To be sure, our own productivity has also risen; but it has not jumped as it 
has in many, though not in all, lines in foreign countries. We too have installed 
much new machinery and equipment; but we merely substituted better machinery 
for existing machinery in most instances. There was no great leap in produc 
tivity. Beyond that we had powerful labor organizations that were ready, 
willing, and able to call for higher wages in proportion to increased productivity. 
Foreign labor organizations are behind ours in bargaining capacity for reasols 
that show little likelihood of an early catchup. 

Thus while we improved our productivity we did not achieve lower prices 
for reasons that must be very obvious, but not at all limited to high wages a 
profits. In other countries the exchange of modern machinery for handicraf 
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remarkable leap in productivity ; and the labor unions did not wrest the gain 
fom the owners in the form of proportionately higher wages. Thus was the 
empetitive position of the foreign producer improved in his contest with 
American producers. 

Of course, this was not all. The machinery that we shipped under foreign aid 
was subtracted from the tax burden of the receiving countries and added to 
ors. In the total, including all other taxes, this, however, did not play a heavy 
mle but was a part of a pattern. Many other cost burdens that found no 
wunterpart or equal in other countries were heaped on our producers. 

Our farm price support program was one. Here the discrepancy became 
very clear because of the water-edge competition. Our higher domestic prices 
attracted imports in swiftly rising volume in such cases as potatoes, cheese, and 
wtton. When imports rolled in, our domestic products were bought up by 
our Government at support prices and the Treasury stood the loss. In short 
order we imposed restrictive import quotas. Otherwise our cotton production 
would have been driven off the map. Even so we have lost heavily in our share 
of the world cotton market; and we have not recovered despite our sale in 
foreign markets at world prices in recent years. Our domestic cotton prices 
are 25 percent above the world price. Our cotton textile manufacturers pay 
this higher price while our foreign competitors pay the lower world price. This 
isan odd but little-known fact. Foreign countries then manufacture our cot- 
ton and ship back textiles at lower prices than our domestic industry can meet. 

We would also have been overwhelmed with wheat from Canada and else- 
where but for the imposition of a highly restrictive import quota. Of this there 
can be not the least question. Canada alone would have routed us. The same 
would be true with respect to dairy products. Denmark, France, Holland, Italy, 
Switzerland, New Zealand, Canada, and perhaps others would have destroyed 
our dairy industry. It too is price supported. We saved the industry through 
import quotas. 

However, in the case of industrial products the Government has steadfastly 
adhered to a tariff-cutting program while refusing import quotas, except recently 
in the case of oil, where the national defense factor won the day. Yet in in- 
dustrial products we have become no less vulnerable than in agricultural prod- 
ucts; in fact more so in recent years because of the foreign technological build- 
up. The only difference is that the Government is not committeed to a price- 
support policy or a guaranteed price on industrial products as in the case of 
agricultural products. Nevertheless many of our industrial products suffer from 
as much incapacity and handicap in competing with imports as do farm prod- 
ucts; but “no import quotas” is the cry; and even now a new tariff-cutting 
conference has been scheduled in Geneva for 1960. 

Our obligatory collective bragaining law, minimum wages, and time and a 
half for overtime, paid vacations, old-age benefits, unemployment compensation, 
ete. have also contributed to increased production costs to a degree not found 
inmost other countries, if any. 

These observations and those relating to agriculture are made with no re- 
flection on the merits of the legislation involved. We are concerned with the 
byproducts. 

Atop of these various cost-raising measures fell the costs of World War II 
and the postwar heavy defense expenditures. Probably more than the others, 
these war and defense outlays put us on a plateau of prices and costs. 

To be sure, ours is a lusty and powerful economy. Possibly it was able to 
carry the burdens; and possibly it could continue to do so, provided it were 
Iaintained in balance and provided we were still the island we were, the 
center of technology, the invulnerable and incomparable world industrial 
leader, the one place where the much vaunted “know-how” of the world was held 
In monopoly. 

This, we must acknowledge, is no longer the case; and this fact puts us in a 
different world from the accustomed one. We can no longer ignore the changed 
Competitive facts without great peril. 

_ The difference between domestic and foreign costs is so distinct in numerous 
lines, including the mass-produced items such as automobiles, iron and steel, 
textiles, ete., that our exports are shrinking while our imports rise. Since the 
beginning of 1958 our exports have dropped 20 percent. On the other hand, 
imports have increased in the first quarter of 1959 compared with the first 
quarter of 1958 by some 6 percent. Also, since the beginning of 1958 we have 
oom billion in gold: i.e., we have been running a deficit in our total foreign 
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Hundreds of American companies are today making preparations to meet this 
situation. Some are expanding foreign manufacturing facilities; others arp 
arranging for foreign production, either in the form of foreign branch plants, 
foreign licensees or partly or fully owned subsidiaries, while yet others are 
making import arrangements for parts to be used in their domestic assembly 
plants. 

These are but the natural symptoms of a deep-seated condition that will not 
likely yield to an early change. On the domestic side we moved toward high 
prices, high employment, high consumer purchasing power for years, all but- 
tressed by governmental policy; whereas in the foreign trade field we worked 
toward free trade, unhampered competition, and a general free market policy— 
the very opposite of the domestic goal. Then we outfitted the world or at least 
our most competent competitors technologically. 

So have we painted ourselves into a corner. 

Our wages and prices are high for obvious reasons. Their inflation is the fruit 
of a national policy, war costs, unparalleled defense outlays, and, to a much 
less degree, foreign aid. 

High wages, high profits, and high prices, all going hand in hand, have made 
us vulnerable to import competition and have begun seriously to shrink our 
foreign markets, for reasons already set forth. Our capital seeks two goals: 
(1) automation in the technological field, to keep costs down and (2) refuge in 
other countries in order to find cheaper labor. 

Automation, in the short run at least, creates unemployment. It may also 
reduce the amount of plant expansion that otherwise would be necessary. Thus, 
with more than half a million new workers coming on the scene each year, 
unemployment will tend to become chronic, except for possible spurts. 

Migration of a part of the export departments of many of our industries over- 
seas will bypass labor, suppliers, and services, and will shrink our exports. In 
some cases our expatriated capital will turn on its own source and compete 
right here at home with our domestic producers. 

All this drift overseas will not and cannot correct the situation. At home we 
will push automation to keep costs down, thus shrinking employment without 
correcting the situation because other countries will also continue to mechanize 
and the gap will widen. Foreign technology, we must remember, has been cata- 
pulted onto a new dimension. In the past 6 years alone we have exported $21 
billion of machinery, including foreign aid. This compares with about $40 
billion of new manufacturing equipment added by our own industry in this 
country in the same years. In the past 10 years thousands of productivity teams 
from abroad have been invited into our factories and shown the very entrails of 
our technological system; and they have not gone away without notes and 
images. They now have the means of making greater technological gains than 
we because they work from a lower base. 

Even this is not the whole story. Perhaps the most important of all is the 
breaching of the psychological barrier against mass markets in Europe. The 
Europeans, long wedded to a compartmentalized market and relatively small 
production units, have had a taste of our system and they have “bought” it. Not 
that there will not be difficulties with the Common Market and the proposed free 
trade area. That is to be expected. Disagreements have already erupted; but 
we must assume and even hope that they will succeed. 

Europe and Japan, too, now have the underpinnings of-mass production. They 
are both launched on the mass production plane. They have labor and techno- 
logical skills equal to ours. Their labor organizations on the other hand are 
weak; and this fact will assure further competitive advantages from technolog- 
ical advances as they take place. 

Before long these countries will be in full cry on our trail, having just recently, 
as industrial history goes, got our scent. The race is not that of the hare and 
the tortoise. We ourselves grafted long legs on the slow-moving creature; and 
we do not now need to loiter or go to sleep in order to be overtaken; for even 
if we do our dead level best we will learn that we have already squandered much 
precious time. 

There are those who in recent times have recognized the uncomfortable posi- 
tion in which we find ourselves in the matter of international competition; but 
so irrational has been the condemnation of the tariff, one of the great stirrups 
of our national ascendancy, that in a chorus these people say, “But tariffs are not 
the answer.” 
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Tariffs or quotas, to be sure, are not the full answer, but I would say that they 
are the minimum point of departure. It is imperative, if we are to get out of 
the corner, that we make available the flexible use of the tariff and import 
quotas as they may be needed as a holding operation. In my judgment we 
proceed at our own peril if we refuse to recognize the international competition 
realities and fail to face them. 

The Cuamman. We thank you, sir, for coming to the committee 
and expressing for the benefit of the committee the views that you 
have on this subject. 

Mr. Simpson. 

Mr. Srapson. Mr. Strackbein, I want to commend you for appear- 
ing and for presenting the statement in which you raised very impor- 
tant questions that the committee must consider. 

I conclude that you do not object to American xe pe going abroad, 
but you do not want to provide a U.S. market for the products of that 
industry abroad. 

Mr. Srracksern. Yes. Or provide some of the other results that 
would no doubt occur as the result of expatriation of capital under 
certain circumstances. 

There is no objection in my mind to foreign investments or even 
giving inducements to sound long-term foreign investments. The 

anting of incentive, however, to the flight of capital, when that 

ight itself is induced by unfavorable competitive conditions in this 
country in the field of foreign competition, it seems to me, should 
not be stimulated. We should look at the conditions that bring about 
this pressure and correct that situation. 

Mr. Srreson. The statement was made earlier that the provisions 
of the existing law, commonly called the escape clause, woe give all 
= necessary protection to American business. Do you agree with 

at! 

Mr. Srrackeetn. I cannot agree with it. I believe that the escape 
clause, as it has been administered in the past years since its existence, 
has been a very, very weak remedy against injury from imports. 

Mr. Srrson. Do you think it would be wise possibly to write into 
any law that adopts the principles of H.R. 5 a proviso limiting the 
quantities of manufactured goods that could be exported by those 
companies having the benefits of that law into the United States? 

Mr. Srracxsetn. If such a proviso could be made administratively 
workable, I think perhaps it would be justified. But I see consider- 
able difficulty in administration. 

Mr. Srupson. It was stated yesterday in connection with the de- 
velopment loans abroad there are limitations as to where the result- 
Ing products may not be shipped. It is a subject which I think the 
committee should examine. 

Mr. Srracksetn. I would agree that if we are to stimulate invest- 
ments that produce additional pressures on our own industries here 
through low priced imports, the policy would meet itself coming back. 

Mr. Srwrson. Then there is one other question : It occurs to me that 
one of the reasons requiring this extra help for American businesses 
abroad and to persuade them to enlarge abroad is the fact that for- 
eign countries have effectively disregarded the trade agreements pro- 
grain and have raised barriers against our manufacturers who in the 
past have been able to ship into their countries. So that in effect the 


eet this 
ers are 
Plants, 
ers are 
ssembly 
rd high ; 
all but- 4 
worked 
olicy— 
at least 
1€ fruit 
made 
nk our 
goals: 
fuge in 
iy also 
Thus, 
1 year, 
over: 
ts. In 
ympete 
hanize 
1 cata- 
ed $21 
it $40 
n this 
teams 
nils of 
s and 
than 
is the 
1; but a 
They 
chno- 
d are 
nolog- 2, 
ently, 
e and 
; and 
even 
much 
; but 


280 FOREIGN INVESTMENT INCENTIVE ACT 


country abroad has created the very situation that we are now called 
upon to remedy by contributing through taxes. 

Mr. Srracksern. Mr. Simpson, I would like to draw a distinction 
here between the kind of foreign investments that in my estimation 
might very well be given inducements and those that in my estima. 
tion should not be given inducements. If the need for foreign invest. 
ment arises from the fact that through our own economic policies, both 
domestic and foreign of the past 20 years, our industry has come into 
a noncompetitive position, then we should not undertake to escape 
from that condition by giving incentives to the expatriation of our 
capital. If our capital investment at home could not hope to pro- 
duce at costs that permitted the sale of those products in this market 
or in foreign markets, and for that reason alone went overseas, then 
I say we should look to the conditions that created that kind of com- 

titive situation. We have followed a policy in this country of rais- 
ing our standard of living, of increasing employment, increasing 
wages, increasing farm prices, and in many ways raising ourselves 
upon an economic plateau, and we have succeeded. 

In the meantime we have reduced our tariffs, we have reduced our 
defenses against imports at the very time that we have made our- 
selves more malennials here at home. 

In addition to that, we have exported some 30 billion dollars’ worth 
of modern machinery within the last 10 years, part of it under the for- 
eign aid program and part of it as commercial exports, and this 
machinery has been installed abroad. It is operating. It has greatly 
increased the productivity of labor in many countries, particularly 
in the advanced industrial countries. The wages abroad in the mean- 
time, while they have risen, have not risen nearly as much as they 
have in the United States. Rather, I should say they have not risen 
nearly as much as the increased productivity brought about by the 
installation of this modern machinery. 

So therefore the competitive position of those countries vis-a-vis 
the United States has improved greatly and our industry is becoming 
more and more vulnerable. 

Now, then, under these circumstances, since our industry finds itself 
more vulnerable to foreign competition and finds itself losing its 
foreign markets, there is this pressure for our own capital to go 
overseas to take advantage of the lower wages prevailing there so 
as to service those foreign markets where the investments would 

.take place. 

In other words, instead of trying to ship from here to England or 
Germany, the trend is to establish branches there or in some way 
procure manufacturing facilities in those countries so as to get the 
advantage of the lower costs of production. 

Secondly, perhaps exporting from there to outlying markets, such 
as Latin America, rather than exporting from here to Latin America. 
All this adds up to an inevitable shrinkage of exports from the United 
States. It also means just that much less investment of our capi 
within this country. This means less employment, less expansion of 
employment than otherwise would take place. 

Mr. Stupson. Thank you very much, Mr. Strackbein. 

Mr. Bocas (presiding). Are there any further questions? 
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Mr. Knox. I have no questions, Mr. Chairman, but I do want to 
compliment Mr. Strackbein on the major problems which you have 
raised for this committee to consider in your prepared statement. 
They are questions that are vital to the future of America and also 
tothe free enterprise system that operates here. I assure you that as 
far as one member of the committee is concerned those questions will 
be weighed carefully and thoroughly before favorable consideration 
isgiven by myself. 

Thank you. 

Mr. Boces. Any further questions ? 

Mr. Alger? 

Mr. Aucer. Mr. Strackbein, I am very impressed with your state- 
ment, too. Since there are some industries in the district that I have 
the privilege to represent that are for this legislation, I have been 
deeply troubled. I could not always put my finger on these uncer- 
tainties, as when the Secretary of State was here. I have concluded 
already that if there is a possibility that we are refusing to face 
reality and are running away from some of our domestic problems 
through this means, this woald not only be shortsighted but it would 
be very foolhardy for Members of Congress, if not the businessmen 
present and throughout the United States, to consider some of these 
things. 

I would like to mention some of these things, if I may, or some of 
the problems I see confronting us paralleling the problems you raise. 
If I state anything that is incorrect, I hope you will stop me and 
correct me. 

The domestic problems I see facing us, tied in with this particular 
bill, are these: The cost of production has gone up as a result of 
forced labor wage increases, forced on us by unions and union leaders 
who feel they must continue to produce wage increases in order to 
justify their leadership. These union rates are forced up not related 
to the cost of production. I think you touched on that in your 
statement. 

Second, the inflation we have seen year by year caused by certainly 
one reason, predominantly, and that is Government deficit financing 
ina variety of programs where the Government spends beyond its tax 
income. 

Third, this rather ridiculous confiscatory progressive income tax 

stem that we have set up in this country that more parallels the 

mmunist model than the free enterprise which we all so proudly 
4 we believe in. Those are the domestic problems I see within this 

ill. 

The foreign problems include these: A trade program that is not 
reciprocal: other nations refuse lowering their tariffs but raise them 
as we lower ours. The foreign aid that we used to build competitors 
by giving them our equipment and know-how, outgrowth of. our 
humanitarian outlook. As for total cost of production, obviously to 
have lower costs, which you touched on, there must be lower labor 
costs. Behind all this there is State Department manipulation and 
not economic know-how. Yet here today we are supposed to be talk- 
ing about an economic matter. 

Actually, as several witnesses have testified today, this is presented 
as a foreign policy matter and not an economic one. 
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Finally, I see price and production control in this country in oy 
farm program, for example. In the cotton field, we will set up the 
textile plant in Japan giving them the equipment and they tum 
around and we ship them the cotton or we help Egypt to produc 
additional cotton even as we are stockpiling ours for fear of hurting 
the world market. 

All of these foreign and domestic problems I see as a part of this 
bill. I want to tell you what Under Secretary Dillon said to us yes- 
terday. He said: 


There are important obstacles to an expanded foreign investment flow such as 
political, legal, or institutional problems affecting the investment climate; others 
such as a lack of natural resources or the limitations imposed by a felatively 
small market. 

After having stated these obstacles which I think are explicit, he 
went on to say: 


On the other hand, we can substantially stimulate the flow of private capital. 


This contradiction does not make sense to me and explains part of 
the trouble I have. He outlines why we cannot have this and then 
says we have to do it and can do it. 
{r. Burgess cited earlier here today that he was surprised at the 
response they got when they sent out questionnaires to 4,500 concerns 
that have foreign trade. I sat here amazed that he or anybody else 
should think it would be surprising that those who have foreign trade 
should want tax incentive. Of course, they do; everyone is for his 
own tax incentive. I do not understand that kind of reasoning. 
Let me conclude by asking you this: Do you see any problem that 
cannot be solved by just cutting the taxes of these corporations without 
any strings attached? Cut the corporate tax from 52 to 38 percent 
whether they are domestically or foreign engaged in business. 
Mr. Srracksetn. Certainly, that would avoid any possible dis- 
crimination that would otherwise be involved. I would not care to 
enter into the field of taxation ; that is not my field. 
Mr. Axcer. I understand. You would be afraid of loss of revenue. 
Mr. Srrackpern. As I say, that is not my field except as a private 
citizen. In my capacity here, that would not be in my field. 
Mr. Arcer. Does it strike you as good sense that it might be more 
appropriate for us to grant a tax cut without any strings attached so 
that the company whether it is a domestic or a company engaged in 
foreign investment reinvests its own money as they see fit instead of us 
giving them a tax cut if they will do what the State Department wants 
them to do. 
Mr. SrrackseIn. I should say if such a tax cut were justified by our 
fiscal position certainly that would be preferable. 
Mr. Acer. Obviously, if we cut the Government spending, as we 
could in many of our welfare and social programs we could do so. 
Mr. Srracxpern. As I say, Mr. Alger, I am appearing here as 
chairman of the Nationwide Committee, and these questions tend to 
go over into another field. If you don’t mind, I would like to excuse 
myself from answering those. I do want to make this one comment. 
Mr. Axcer. I appreciate your position. 
Mr. Srracksetn. The costs of production in the United States are 
high. They have escalated now for a period of 20 years. It would 
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te very difficult to pin those down to specified factors. There are a 
gumber of contributing factors. One, of course, is the wages. But 
ithas been the policy of the Government for years to make possible 
the increasing wages by legislating obligatory collective bargaining. 
Then you have the minimum wage laws. You have the wage-and- 
hour law, all designed to improve the position of labor. I am not 
ommenting on the wisdom or the unwisdom of any of that. I am 
stating these things as facts. They have tended towards higher pro- 
duction costs. The same thing is true with the farm price support 
program. 

Mr. Avcer. Are you saying, then, we are pricing ourselves out of 
the world markets so that our industry may be running abroad in order 
to get the benefits available ? 

Mr. Srracksern. I think that is exactly the situation in which we 
find ourselves. I do believe that the cost of the war and the vast de- 
fense outlays since the war have also contributed greatly to this in- 
fated position of our economy and the noncompetitive position into 
which we have come. 

Then on top of that, however, other countries have improved their 
position because of our ae aid and because of our shipment of 
vast quantities of machinery abroad and also the coming to this coun- 
try of upward of 8,000 productivity teams from abroad who have been 
conducted through our factories and been shown our technology in 
very considerable detail. 

It seems to me we should not be surprised at what has happened. 
We should not be surprised that what did happen actually has ha 
pened because the policies that we have pursued both domestically 
and in our foreign economic field have been in this direction. There 
should be no surprise that the results have been what they are. That 
should mean, however, that since we do face this situation of being 
progressively priced out of foreign markets and becoming progres- 
sively more vulnerable to import competition we better take another 
_ at the whole policy me see whether something can’t be done 
about it. 

Of course, this question of incentive toward foreign investment im- 
pinges on that question in those respects that I have tried to point out. 

hat is why I have come here to testify this morning. I believe that 
the question of foreign investments and the stimulation of foreign 
investments should not be considered in a vacuum. I think it should 
be related to this whole problem of our foreign economic as well as 
our domestic economic policy. 

Mr. Auger. Thank you, Mr. Strackbein. Obviously you are pre- 
pared to answer a lot of the questions raised. Are you sure you do not 
want to do that for the record? You raised a lot of questions which I 
can see you have already answered in your own mind. 

Mr. Srracksetn. The time is limited. 

Mr. Arcrr. Would you like to answer those for the record? I am 
sure the chairman would permit it. 

Thank you. 

The Cuatrman. If you desire to do so, Mr. Strackbein, you may 
give us Bir answer with respect to each question for the record, if 
you wish. 

Mr. Boees. Mr. Chairman, may I make an observation? 
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Mr. Strackbein, you, of course, know that the U.S. Chamber of 
Commerce and the National Association of Manufacturers both sup- 
port this bill. You would not deny that they speak for a large seg. 
ment of American business. 

Mr. Stracxsern. I don’t see the point, Mr. Boggs, of your observa- 
tion. 

Mr. Boges. You have made the observation here that this was going 
to be terribly detrimental to American business. ¢ 

Mr. Srrackeern. No. 

Mr. Boces. The observation I make is that the spokesmen for the 
business are for the bill. 

Mr. Srrackeern. I don’t wish to leave that impression. 

Mr. Boces. That is the impression that was left on me. 

Mr. Srracxsern. Then let us see if I can disabuse you of the im- 
pression J have given. I am trying to say that this question of stim- 
ulating foreign investment should be considered in the light of our 
position in the world competitively, and that we should be very careful 
in not giving, let us say, or promoting the flight of our capital which 
is already on the verge of fleeing quite extensively from this country. 

If you can separate that from the incentive to long range foreign 
investments which have been going on for years, I certainly would not 
object. I don’t know whether you can make such a separation. 

{r. Boaes. I don’t want to belabor the point, of course. I would 
only make the further comment, and that is that the thing that con- 
cerns me about your observations is that you give me the impression 
that you believe that we must be concerned with managing a static 
world where all the markets have been developed and we parcel them 
out. This bill contemplates new markets, new enterprises, new de- 
velopments. 

Thank you, Mr. Chairman. 

The CHamman. Thank you, Mr. Strackbein for coming to the 
comunittee. 

Mr. Srrackeern. Thank you. 

The Carman. Our next witness is Mr. Milton C. Lightner. 

Mr. Lightner, will you please identify yourself for the record. 


STATEMENT OF MILTON C. LIGHTNER, CHAIRMAN, SINGER 
MANUFACTURING CO., NEW YORK CITY, N.Y. 


Mr. Licutner. My name is Milton C. Lightner. I live in Franklin 
Lakes, N.J. I am chairman of the board of the Singer Manufac- 
turing Co. 

The Cuarrman. Mr. Lightner, we are pleased to have you with us 
today. You are recognized. Can you conclude your statement in the 
10 minutes we have allotted ? 

Mr. Licurner. Yes, sir. I appear today as chairman of the board 
of directors of the Singer Manufacturing Co. which I have served 
for upward of 32 years. On the basis of this experience with an 
organization which has been operating abroad for more than a cen- 
tury, I am convinced that H.R. 5, introduced by Congressman Boggs, 
is a bill which, if enacted, will encourage private investment abroad 
and will thereby promote American industry and consequently will 
reduce the necessity for Government expenditures for foreign eco- 
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nomic assistance. We have operated with our own Singer organiza- 
tion in almost every country in the world, but under today’s political 
conditions, we have been excluded from the countries that are under 
the domination of the Russian and Chinese Communist blocs. For 
the last half century, we have followed the policy of having our sub- 
sidiary, the Singer Sewing Machine Co. qualify and operate a branch 
in most foreign countries, thereby emphasizing the purely American 
character of our business. 

Foreign operations are subject to many peculiar hazards, nearly all 
of which have been experienced by my own company. For example, 
our entire business in the Russian Empire, valued in the neighborhood 
of $100 million, was confiscated in the revolution of 40 yearsago. Our 
largest foreign factory, in Scotland, was severely bombed in a savage 
blitz attack in World War II. We had our German factory in the 
Russian Zone of East Germany dismantled and carried away into 
Russia as soon as their troops moved in. Our very large business in 
Poland, Czechoslovakia, Hungary, and other Eastern European coun- 
tries was confiscated as the Soviet forces took over after the war. We 
have seen our assets melt under the blazing heat of the inflation in 
Germany after World War I, and in France, Italy, and many other 
countries including more recent currency debacles in some of the Latin 
American countries. Yet in spite of this, we as a company are striv- 
ing to maintain and, where possible, extend our foreign operations 
following our tradition as a pioneer in carrying American business to 
foreign countries. 

This worldwide organization was largely created in the 19th cen- 
tury. Long before the First World War the Singer man and the 
Singer sewing machine were well known even in the most remote 
areas. The great expansion abroad of this American enterprise oc- 
curred in the days before income taxes, when it was possible to plough 
back earnings in the foreign field without having them subjected to 
the toll of income taxation at home. 

Our first foreign factory, situated in Scotland, goes back to 1867. 
A small plant in Glasgow developed over the years into the largest of 
all Singer factories. Our next factory in Europe was started in 
Germany in 1904, and then came the Russian factory in 1906. These 
three great factories, plus the exports from the United States and 
Canada, served the entire foreign field. Looking back, one can see 
that in those days international trade was relatively free of foreign 
exchange controls, import licenses and quotas, and the other hin- 
drances to free commerce that have become such a commonplace in the 
last two or three decades. Capital and profits then moved with rela- 
tive freedom from one foreign country to another as the growth and 
demands of the business necessitated. Today there is great local pres- 
sure to compel an international company to install some local manu- 
facture instead of conducting business solely on the basis of imports. 
We have experienced this in many, many countries, and our establish- 
ment of local factories has been in response to this pressure. 

It is doubtful whether it would have been possible for our company 
to establish itself abroad in the manner that it did if it had conditions 
such as exist today. The rehabilitation of our business following the 
Second World War proved to be a very serious drain on our resources, 
and for the first time in our history we borrowed large sums of money. 
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With a U.S. tax rate of 54 percent (we file consolidated returns), only 
a small part of our need for funds could be met by reinvestment of 
profits. We are keenly aware’ of the financial difficulties faced by an 
American company in expanding a business abroad, or spreading it 
to other countries, if its earnings have to pass through the U.S. tax 
mill before being reinvested. 

We are frequently asked why we have not availed ourselves of the 
opportunity that exists for forming a foreign base company or, to use 
a popular expression, why we have not taken refuge in a tax haven, 
One answer is that this form of organization is freely available toa 
newcomer in the foreign field, but it is not freely available where one 
has a large widespread organization already established. We maybe 
driven to the use of such a foreign base company when we undertake 
new activities, but we would greatly prefer to operate under our own 
flag in the manner contemplated by H.R. 5. 

“The extent to which Seeasinie companies are setting up offices 
abroad is, I am sure, well known to this committee. I do not wish to 
criticize the course pursued by these companies, many of which are 
new in the foreign field. However, I do feel that it would be greatly 
in our national interest to enact H.R. 5 and permit American com- 
panies to operate under American auspices. 

I think it eminently sound that our income tax be imposed only at 
the time of effective realization of income, which occurs when such 
earnings have been removed from the hazards of expropriation, de- 
valuation, and from all foreign governmental controls. Section 2 of 
H.R. 5 would permit the reinvestment of earnings from sources out- 
side the United States without reduction by payment of U.S. taxes 
until such time as those earnings may be withdrawn from foreign 
business activity. Section 2 would enable the managers of American 
businesses to justify the assumption of the risks in placing corporate 
funds in the areas of the world where they can be most effectivel 
utilized. This section, when supplemented by section 3 of the bill, 
would permit corporate assets he transferred much more freely and 
without the difficulties incident to the obtaining of Interna] Revenue 
Service approval. Together, these sections would do much to equalize 
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competitive opportunities among American companies—new and old 
in the foreign field—and between our businessmen and nationals of 
other countries. 

Another section of this bill, namely section 5, would give important 
protection against the impact of we Bi taxation. This section would 
permit the use of either the gee ig Rage cc limitation or the over- 
all limitation when taking the credit for foreign income taxes. 

It has been stated in opposition to the enactment of section 2 of 
ILR. 5 that there will be an initial loss in revenue due to the deferral 
provisions. This argument ignores the fact that the ultimate objec- 
tive of an American corporation in expanding its foreign business is 
toearn more income for distribution to its shareholders. As its busi- 
ness expands, the income subject to American corporate tax and the 
dividends taxable to sharelibiders can reasonably be expected to show 
substantial increases. Furthermore, even the temporary postpone- 
ment of revenue is already largely occurring today use of the use 
of foreign base corporations. 

Whether the foreign activity of American business is the sale of 
goods made in the United States, the assembly of parts, or the com- 
plete manufacture of an article in the foreign country—the result is 
thesame. Weare telling the story of basic strength of the American 
economic system of private free enterprise. We are improving the 
economic position of our own country. And we are strengthening the 
economies of other countries of the free world. Toward these goals 
our Government has spent billions of dollars in foreign economic aid. 
Surely the time has come when sensible steps should be taken to give 
impetus to further economic growth by the encouragement of private 
American business activity abroad, and thereby reduce the necessity 
for Government expenditures for foreign economic assistance. 

The enactment of H.R. 5 would assist American business more ade- 
quately to meet the need for private capital to assume the risks of 
doing business abroad. We have currently on display at the Soviet 
exposition in New York ample evidence of their potential for indus- 
trial exploitation of mass production technology. The tax incentives 
oo by H.R. 5 will do much, in my opinion, to enable American 

usiness to continue successfully to carry the story of American eco- 
nomic strength—and the American flag—throughout the world. 
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Thank you, Mr. Chairman. 
The CuamrmMan. We thank you, sir, for bringing to the committee 
this fine presentation of your views on H.R. 5. 

Are there any questions? 

Mr. Boees. Mr. Chairman, I have no questions except to compli- 
ment Mr. Lightner on his statement. I would also say that it has 
been my peereee to meet a lot of the Singer gone throughout the 
world and they are mighty good ambassadors for the United States. 

The Cuairman. Mr. Curtis. 

Mr. Curtis. Mr. Chairman, I certainly appreciate this statement 
of Mr. Lightner’s and I believe we can gain a great deal of informa- 
tion from a company that has had the past history and splendid 
record that the Singer Co. has. I was noting in the chart that ac- 
companied this that there is only one country in Latin America, 
apparently, where you are operating, and that is Brazil. 

r. LigHtNer. Only one country in which we have a factory, Mr. 
Curtis. 

Mr. Curtis. In which you have a factory? 

Mr. Licutner. Yes. If you will note the dates of the establish- 
ment of our factories, you will see that our first foreign factory was 
in Scotland, and that became the biggest Singer factory in the world. 
It is a tremendous exporting factory to other parts of the world. 

Then a factory was established in Germany, and then in Russia. 
For many years the product of the Russian factory was mainly used 
in Russia, and for many years the American factories and the British 
and German factories supplied the rest of the world. We were in 
Brazil over a century ago selling Singer sewing machines. 

Mr. Curtis. What I am really getting at is this—whether or not 
the Western Hemisphere Trading Corporation Act has been utilized 
by your company. 

Mr. Ligutrner. No, sir. We have never used the Western Hemi- 
sphere Trading Corporation. I understand that one very small and 
insignificant company of ours may have qualified within the last year, 
or the year before, as a Western Hemisphere Trade Corporation. But 
we have never made use of that particular vehicle. 

Mr. Curtis. That is why I wonder why you feel that the devices 
in this bill which use the tax incentive would be more valuable or 
might be utilized when you have not used the tax incentive device 
in the Western Hemisphere Act. 

Mr. Ligurner. We have from time to time studied the Western 
Hemisphere Trade Corporation. One reason we have not used it is 
because of the limitation on the source of goods. 

We make a great many varieties of sewing machines for industrial 
purposes as well as for family purposes, and the worldwide demand 
for many of them is so small that they are only made in one factory, 
which may be located in the United States or in Scotland, or it may 
be located in Germany. Therefore, we import back and forth across 
the world. We are really an international organization. The limita- 
tion of the Western Hemisphere Trade Corporation on the source of 
goods has been one of the reasons that it has not appealed to us. 

Mr. Curtis. You see in H.R. 5 that limitation removed so that you 
would be able to utilize the provisions of H.R. 5. 

Mr. Licurner. That is right. 
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Mr. Curtis. That is what I was trying to get to. 
Mr. Licutner. The thing that I believe is of the greatest impor- 
tance in H.R. 5, if you can pick out any one provision over the others, 
is the tax deferral of section 2. 

Mr. Curtis. Yes; and that appeals to me strongly, too, for the one 
basic reason you mentioned. You can do business under our own 
flag. I like that myself. There is just one final comment, Mr. 
Chairman. It is collateral, but I just can’t help but make it. 

On page 3 the statement is made: 

Looking back, one can see that in those days international trade was relatively 


free of foreign exchange controls, import licenses and quotas, and the other 
hindrances to free commerce that have become such a commonplace in the last 


2 or 3 decades. 

The only reason I want to mention this is that this committee, when 
we hold hearings on the Reciprocal Trade Act, just listens to a lot of 
what I regard as complete misinformation—I hate to say it, but it 
looks like it is deliberate—that is a result of reciprocal trade, the 
reverse has come about. We have had a freer trade going on. The 
picture I have seen conforms to what the gentleman has stated here 
to be a fact. If there is an argument for reciprocal trade, which I 
happen to support, it is not because it has made the trade freer than 
it used to be; but rather with all these other pressures to bring about 
these exchange quotas and so forth, it probably has made it freer 
than it would have been without that restriction. So this in subject— 
I would be interested to know if you agree with this statement. The 
tax incentive is a factor, but the things that we are dealing with that 
make your company do business abroad—other factor—are frequently 
so much more compelling than any tax incentive that I think we might 
become diverted away from getting at the real issues. 

Mr. Ligutrner. Mr. Curtis, I don’t want to be misunderstood in this. 
I am appearing here largely because of my great interest in foreign 
trade and in the opportunities of American business to go abroad. I 
um not appearing here as a special pleader for something for the 
Singer Co. 

Mr. Curtis. I appreciate that. 

Mr. Lacurner. As far as our situation is concerned, right in line 
with your question, our operations are already conducted in every 
country as far as import quotas and controls by foreign countries 
will permit. But we are being compelled to manufacture in strange 
places where we never dreamed of manufacturing. The alternative 
is to get out of the business. That requires new investment. To- 
day we cannot take the earnings in a particular country and use them 
to establish a factory without bringing them back home and passing 
them through our tax mill. vith 

Mr. Curtis. I certainly appreciate your statement. To me it 1s 
one of the most valuable we have received. 

The Cuarrman. Wethank you again. 

Mr. Licurner. Thank you, Mr. Chairman. 

Mr. Boges, Mr. Lightner made a point which has not been made 
before. It applies to his company. : 

You are in the situation, having established these businesses many 
years ago, where you can’t now establish a tax haven corporation and 
get the advantage that a competitor might get tomorrow if he went 
into the same business. . 
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Mr. Laicurner. That is right. We are too old and too long-estab- 
lished to pick up a tax haven like a new concern does overnight. 
Mr. Boces. So you can operate in a mya where you are liable 
for the U.S. tax of 52 percent and you might have a competitor who 
isnot liable at all under the existing law. 
Mr. Licutner. That is right. 
The Cuarrman. Thank you, Mr. Lightner. 
Our next witness is Professor Solomon. 
Will you please identify yourself. 


STATEMENT OF EZRA SOLOMON, PROFESSOR OF FINANCE, SCHOOL 
OF BUSINESS, UNIVERSITY OF CHICAGO, ILL. 


Mr. Soromon, My name is Ezra Solomon. I am professor of fi- 
nance at. the University of Chicago. 

The Cuarrmaan. Mr. Solomon, I am going to have to insist on the 
remaining witnesses concluding their statements within the time be- 
cause we must conclude this hearing before 2 o’clock in order to go 
into executive session on another matter. 

Mr. Soromon. I have a written statement and with your permis- 
sion would like to put it into the record. 

The Cramman. Your entire statement will be included in the rec- 
ord, without objection, and you are recognized for 15 minutes. 

(Mr. Solomon’s prepared statement follows :) 


TestIMONY BY Ezra SoLoMon, Proressor OF FINANCE, UNIVERSITY OF CHICAGO 
GENERAL 


This testimony relates te section 2 of the proposed bill. This provision would 
prmit the creation of special domestic corporations, referred to as foreign 
business corporations, whose earnings would be exempt from U.S. income taxes 
util such time as these earnings are repatriated. My analysis does not cover 
issues of a technical nature inherent in the measure, but deals only with general 
economic aspects of the overall benefits and costs which are likely to flow from 
the proposal, 

The problem of increasing private U.S. investment abroad has been explored 
extensively since World War II. Few avenues of national policy have had 
the unanimous support of the broad range of opinion which favors an increase 
in private foreign investment. The wide variety of economic, political, and 
human benefits expected from such an increase have already been well docu- 
mented and the use of tax-related incentives as a potent and available tool for 
achieving this desirable end is also well recognized. However, there are some 
significant aspects of the issue which have been overlooked and these deserve 
to be mentioned. 

THE QUESTION OF GEOGRAPHIC LOCATION 


One aspect that is overlooked is the fact than an efficient financial system 
calls for investment flows which move through complex, multilateral channels. 
The alternative view that investment can be a simple, direct movement of 
capital from certain lending areas to borrowing areas or from highly developed 
hations to undeveloped nations is incorrect. This is not the way investment 
Capital has flowed either within regions of the U.S. economy or among nations. 

ost centers are lenders of capital as well as borrowers of capital, and the 
fross flows of capital among areas is much larger than the net flows we usually 
measure when we think of capital transactions. 

Today the flow of private financial capital is linked more closely than ever be- 
fore to the flow of technical know-how and physical capital. The largest flows 
ire not between nations or areas which are most unlike in technical skill, capital 
‘intensity, and general culture but between areas which are most similar. Thus, 

8. capital should and does flow to Canada and Western Europe. British 
‘apital in turn is likely to flow to commonwealth nations like Australia or India. 
43349—59——_20 
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At the same time, Indian capital has done much to develop industry and agri. 
culture in Burma. And within Burma, capital flows from large centers like 
Rangoon to outlying areas. Such patterns are partly traditional and cultur) 
but they also insure the most efficient use of available resources and skills, 
Any attempt to bypass or divert them is likely to do more harm than gooj, 
Quite apart from its lack of administrative and diplomatic feasibility, any 
attempt to bring about a geographical sectoring of investment tax incentiye 
defies economic reality and efficiency. Investment incentives can best achieye 
their ultimate purpose by assisting the national flow of resources rather than by 
diverting them through artificial controls. 


THE RATIO OF INTERNAL FUNDS TO TOTAL NEEDS 


A second aspect of private investment worth noting is the relative structure of 
corporate financing of U.S. business at home and abroad. Within the United 
States, companies finance a very large part of the funds they use for investment 
from internal corporate sources. In 1957 internal funds, i.e., revenue set aside 
for depreciation and depletion and net retained profits, provided 71 percent of 
total corporate uses of funds. In 1958, which was an abnormal year, this pro- 
portion rose to 83 percent.’ Depreciation-depletion allowances alone, which rep 
resent untaxed revenues, provided 60 percent of gross investment needs in 1957 
and 70 percent in 1958. 

The financing pattern of U.S. corporate investment abroad is markedly dif- 
ferent. In 1957 total internal sources provided only 48 percent of gross invest- 
ment needs ; depreciation and depletion alone provided only 25 percent of such 
needs. 

In such a situation any measure which increases the pool of internal funds 
available for foreign reinvestment will provide a powerful stimulant to such 
investment. It should be noted that a deferral of U.S. taxes on retained income 
has a twofold effect on the flow of investment. The direct effect is that it makes 
more venture capital available for investment. An equally important indirect 
effect is that it will lower the minimum rate of return required to make new 
investment proposals feasible. Thus it not only increases the flow of investment, 
but also persuades it to flow into areas and proposals where prospective earnings 
were previously considered to be either too low or too risky. 


THE NET COST OF TAX INCENTIVES 


A third aspect of note is that the economic situation of the free world has 
changed rapidly during the past few years. During the postwar decade the 
most pressing issue of foreign financial policy was the problem of the dollar 
shortage. The prime goal of U.S. policy was to provide the rest of the free 
world with dollar exchange through all feasible means. In order to do this 
we had to rely heavily on governmental grants and credits. This phase has now 
clearly passed. The problem today is economic rather than financial, and long- 
run rather than temporary. It is a problem of increasing per capita output 
and income in the free world, for their sake and ours, and of doing so through 
the export of the enterprise, attitudes, skills, and capital which have been s0 
successfully employed in this Nation. This change in the nature of the prob- 
lem calls for an equally rapid change in emphasis from governmental economic 
assistance to private investment and business activity. This issue is directly 
relevant in considering the net effect of the present bill on the U.S. budget. To 
look only at the revenue side of the equation is deceptive, because every dollar 
of private foreign investment or reinvestment made possible by tax incentive 
reduces the need for Government outlays at least as much as it reduces revenues. 
At worst, the net budgetary effect is zero. Indeed, most people would agree 
that each such dollar could produce overall benefits which would inevitably 
create net revenues in the long run in addition to achieving our total purposes 
more effectively. 


4 1 U.S. Tegextment of Commerce, based on Securities and Exchange Commission and other 
nancial data. 

2Survey of Current Business, January 1959, p. 23. These data are based on an 82 per 
cent sample of U.S. corporate investment abroad. 
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AN ESTIMATE OF GROSS AND NET REVENUE LOSSES 


Tax incentives necessarily imply an immediate loss of revenue. This loss 
should not be viewed in isolation from the simultaneous decline in the need for 
expenditures through foreign economic aid. However the possible size of the 
loss is worth noting. If tax deferral is confined to income from foreign invest- 
ment alone, the maximum loss from section 2 provisions is about $165 million 
ayear. This assumes that foreign business corporations will retain 100 percent 
of their earnings. If it is assumed that the current pattern of about 40 percent 
retention continues to revenue loss will be about $65 million a year.’ If tax 
deferral is extended to cover income derived from exports as well as from invest- 
ment, the revenue loss will be larger. An estimate of these additional losses 
is harder to make because the size, composition, and profitability of the export 
business varies. Assuming 40 percent of net earnings will be retained, the aver- 
age annual revenue loss would probably be about $200 million (see exhibit 2). 
This will be reduced to the extent that the amount of export income eligible for 
tax deferral is limited by the bill as it is finally clarified. 

Whatever their precise size, estimates of gross revenue losses should be 
amended to take into account certain offsetting factors. The chief ones are as 
follows : 

1. In the absence of a tax deferral provision for domestic-charter corporations 
more businesses are likely to take advantage of tax havens available through in- 
corporation in certain foreign countries. In other words some part of the 
revenues now being counted will be lost anyway. 

2. Tax deferral whether on foreign investment or export income will very 
likely lead to an increase in the volume of U.S. exports and hence of U.S. out- 
put, income, and the tax base from which the Government derives the major 
part of its revenues. It is difficult to make even a crude estimate of the size of 
this effect, but very roughly it can be expected that a billion dollars increase in 
US. exports (which is about 4 percent of the 1957 total) will increase aggre- 
gate Federal revenues by about $200 million. 

8. A third consideration is that tax deferral will lead directly to an increase 
in the assets and earnings of foreign business corporations. Eventually this must 
mean an increase in the flow of repatriated funds, which will be subject to taxes. 
The average rate of earnings on reinvested capital, net of foreign taxes, can be 
expected to be about 15 percent per annum. This would imply a growth rate at 
which assets and earnings would more than double every 5 years if all such earn- 
ings are reinvested. At such a rate, a 50-percent payout of dividends beginning 
5 years hence will yield higher taxes than total earnings yield today. The as- 
sumption that these taxable sources will not become available because investors 
will be prepared to defer dividends ad infinitum is unrealistic. 

4. A final consideration, which has already been mentioned, is that any net 
revenue lost in the immediate future can be accompanied by at least an equal 
fall in Federal expenditures for foreign economic aid, without any change in the 
total volume of U.S. funds made available to the free world. In 1957, net non- 
nilitary foreign grants and credits totaled over $214 billion of which grants alone 
totaled over $1.5 billion.* It should be noted that over $0.5 billion of the overall 
total went to Western Europe. Some part of these programs and especially 
those related to agricultural shipments is likely to be with us for the foreseeable 
future. However, the potential for a shift from direct governmental aid to di- 
rect private investment is considerably larger than the potential shift of net 
revenue from Government to private channels envisaged in the present bill. In 
this sense the provisions of section 2 need involve no net costs to the Federal 
budget even in the short run. 


POTENTIAL LONGRUN ADVANTAGES 


Although most of these advantages are well known, some of the net longrun 
benefits which are likely to accrue from the present bill deserve mention. 

1. Investment abroad will increase not only by the gross amount of tax-de- 
ferred earnings that will be directly reinvested but also by investments financed 
from new sources of capital which will be attracted by the net profit possibili- 
ties which the bill creates. To this must be added local sources of capital 
Which will be encouraged by increased U.S. ventures abroad. 


; These estimates are explained in exhibit 1. 
Survey of Current Business, April 1958, p. 22. 
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2. A second longrun advantage which can be expected is the increase of 
exports from this country, not only of capital goods and merchandise but of 
scientific, educational, and financial services. 

3. Increased investment will bring with it an increase in foreign sources of 
raw materials on which this Nation is becoming increasingly dependent. Even 
more important it will increase the level of management and technical Skills, 
basic facilities, and of living standards within the free world. All! of these 
conditions help political stability abroad, provide a greater incentive for peace 
ful intercourse and for greater strength when this peace is threatened. 


EXHIBIT 1.—Computation of possible revenue loss from tax deferral on income 
from foreign investments—1957 estimates 


-. Net income in 1957 from foreign investment sources (after 
payment of foreign taxes) 
. Average U.S.. income tax rate before foreign tax 


. U.S. tax liability, before foreign tax credit 

. Ratio of foreign tax credit claimed to net income __percent__ 

. Foreign tax credit 

. Net U.S. tax liability on foreign income 

. Estimated revenue loss if 40 percent of earnings are retained_ $66, 000, 000 


EXPLANATION 


Line 1: Department of Commerce, Survey of Current Business, September 
1958, page 19. 

Line 2: 45.5 percent ratio from U.S. Treasury Statistics of Income: Corpora- 
tion Income Tax Returns 1956, table 24, line 1. 

Line 3: Line 2 times line 1. 

Line 4: Statistics cf Income, table 24, line 1. 

Line 5: Line 4 times line 1. 

Line 6: Line 3 less line 5. 


Exursit 2.—Computation of possible revenue loss from tax deferral on i 
from exports 


. Estimated U.S. exports of nonagricultural merchandise billion__ 
. Estimated average pretax earnings per dollar of sales percent__ 
. Estimated earnings from exports million__ 
. Estimated Federal tux liabilities (at 45.5 percent) “ 
. Estimated tax loss assuming 40 percent of earnings are retained_do-____ 


EXPLANATION 


Line 1: Department of Commerce, Survey of Current Business, projected. 

Line 2: Based on Federal Trade Commission and Securities and Exchange 
Commission Quarterly Financial Reports for U.S. Manufacturing Corporations. 
Earning ratios for 1957 and 1958, by industry, weighed by estimated industrial 
composition of exports. 

Line 3: Line 1 times line 2. 

Line 4: 45.5 percent ratio from Statistics of Income, 1956. 

Line5: Line 4 times 40 percent. 

Mr. Sotomon. At this time I would like to discuss five basic issues 
which seem to be of interest to the committee. One fundamental 
issue is the goal underlying H.R. 5. Until yesterday I had assumed 
that there was complete agreement that we wanted to increase the flow 
of private foreign investment and to bring about industrial and eco- 
nomic progress in the free world. After listening to the hearings, 
I am not so sure that there is unanimous a ment on this goal. 

Economic progress can come about only in one way, higher average 
output per worker. This could come about either through higher out- 
put in any given industry or by moving people from the low output 
occupations like agriculture and domestic service into the relatively 
high output occupations like manufacturing. 
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If this pro does come about anywhere in the rest of the world, 
it has a twofold effect on the United States: First, they begin to 
compete with us in certain areas, and second, they begin to provide 
bigger markets for our products. Our best markets are also our best 
competitors and vice versa. This is an inevitable fact of economic 
life. My own opinion as an economist is that if our sole goal was to 
increase U.S. employment, output, and income, an increase in foreign 
investment would help achieve this goal. The net gain in U.S. em- 
ployment from developing bigger markets abroad would far exceed 
any loss in employment due to the competition we would suffer from 
better abilities of foreign countries to produce competitive goods and 
services. 

A second issue of some importance is the effect of foreign investment 
on our balance of payments. Investment affects the balance of trade 
in that we both export more and import more. But more important 
than the trade balances as such is the effect on other items in our bal- 
ance of payments. There is an outflow of U.S. funds which supplies 
dollars to the rest of the world when we export capital. There is also 
areverse net inflow of income on this capital. 

As far as these two effects together are concerned, the net effect on 
our balance of payments has been favorable. I have here two charts 
which illustrate the two things I have been talking about. The first 
chart here shows the first thing that I was talking about, that our 
best competitors, the most industrialized countries, are also our best 
markets. Canada, which is a very close competitor of ours indus- 
trially, buys $234 of goods per capita from us. On the other extreme, 
Pakistan, which is no competitor at all, buys only a dollar’s worth of 
goods per capita from us. The market effect is bigger than the com- 
petitive effect. 

If we were to insulate ourselves totally from the rest of the world 
tomorrow, there would be a sharp decline in U.S. output, employment, 
and income. The effect of foreign investment on the balance of pay- 
ments is shown on this second chart. In the past 314 years, a total 
of $5.2 billion of United States money has gone abroad in the form of 
investment. This is a negative item in our balance of payments. 
During the same 314 years, $7.1 billion of money has been returned to 
us in the form of interest and dividends and branch profits, giving 
usa net. benefit of nearly $2 billion over this 314 years in our balance 
of payments. This could have been a net addition to our gold stock 
if we chose to take it in the form of gold, but we did not. In other 
words, if net foreign investment continues to grow, income will also 
continue to grow, and the net effect on our payment balance will 
continue to be positive. 

A third issue, and a slightly technical one, is where the money comes 
from to finance net foreign investment. It is well known that internal 
funds, by which I mean revenues set aside for depreciation and de- 
pletion and retained profits, traditionally provide a very big part of 
financing for our domestic corporations. For example, internal funds 
provided over 70 percent of total corporate uses of funds in 1957. 
in 1958 they provided 83 percent of total uses of funds, but 1958 was 
anabnormal year. Depletion and depreciation alone provided 60 per- 
cent of total uses in 1957 and 70 percent in 1958. 
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If we look at the foreign sector, at American corporations operating 
abroad, the structure of financing is markedly different. Total jn. 
ternal funds in 1957 provided only 48 percent of total foreign uses, 
Depreciation and depletion, which is a tax-free source of funds, pro- 
vided only 25 percent of total uses of funds abroad. In such a context, 
any measure which increases the pool of internally available corporate 
funds will provide a very powerful stimulant to such investment 
abroad. I would like to note that tax deferral will have two separate 
effects. The first obvious effect is that it increases the availability 
of the pool of capital that can be used abroad. In this connection it 
is necessary that this whole pool of reinvestible funds be treated as 
a single pool so that it could be generated in England, for example, 
and invested in India or vice versa. Any geographical sectoring 
would defeat this purpose. 

A second effect which is even more important is that these funds 
derived from internal sources do not pass through a company’s tax 
payments and thus are cheaper funds in a sense. The net cost of these 
funds to a company is lower in the sense that the minimum required 
rate of earnings on the investment of these funds is lower. If we can 
provide more of these what I called cheaper funds, it is certain to fol- 
low that some portion of it will be invested in projects and areas 
previously regarded as too risky. Thus it will have a beneficial effect 
both directly and indirectly on investment in the underdeveloped 
countries that the State Department appears to be most interested in. 

The optimum use of this pool of funds is not served by any geo- 
graphical sectoring. In fact, if the State Department’s goal of in- 
creasing investment in the less developed areas were the sole goal, and 
we wanted to maximize the long-run flow of capital to countries like 
Burma and Cambodia, we would be defeating this purpose by not en- 
couraging a worldwide pool of capital. If I may use asimple analogy 
here, I think we can illustrate that we are being shortsighted if we 
emphasize geographical sectoring. I like to suggest a situation in 
which we have two doctors, and a thousand villagers are sick with a 
cholera epidemic and one doctor happens also to be a little sick with 
cholera. What should the doctor that is well do? The first thing he 
should do is make the other doctor well and together they can treat 
the thousand sick people. The analogy is obvious. Our goal of de- 
pg 2s, the underdeveloped areas of the world is best served if we 
can make Europe and Canada a second fountainhead of capital so 
that we can jointly undertake this enormous task—which is a huge 
task—of developing Asia and Africa and Latin America. 

I might note that the Soviet Union is being a little more canny than 
we are in this respect. They too want to help the underdeveloped coun- 
tries eventually, but they are now putting 90 percent of their re- 
sources into developing a bigger productive base in Eastern Europe. 
They want a partner. They want a second fountainhead of new 
Soviet capital to help them in the long run. _It will be shoctaighion 
if we try to achieve our ends of developing Burma, for example, by 
trying to do it all directly. It would be a far wiser thing in the lon, 
run to do it indirectly and to wait for the automatic flow of U.S. an 
other capital that will spill over from Europe into Burma. This 1s 
the traditional way capital has flowed in the past. It has moved from 
us to Britain, from Britain to India, from India to Burma, and within 
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Burma from the cities to outlying areas. To try to divert this flow 
sould do more harm than good. 

My last point concerns the cost of achieving higher foreign invest- 
nent through the route provided by H.R. 5. Obviously, tax incentives 
nust mean some immediate loss of revenue, otherwise they would not 
ypovide an incentive. But to look only at the revenue side of the 
quation is deceptive. 

In my opinion, every dollar fall in revenue in the first place can be 
natehed by at least a dollar fall in our need for Government outlays 
fr economic aid. A pertinent example is that in Latin America, 
rhere we have a healthy flow of foreign investment compared to the 
other underdeveloped areas, we do not have to spend as much money 
there in economic aid. 

Our governmental economic aid is still very large. In 1957, for 
aample, excluding military aid, net economic aid in the form of grants 
ind credits was over $214 billion. Outright gifts were a billion and 
ahalf. Of these grants and credits over half a billion went to Western 
Europe. The net revenue loss implied by H.R. 5, even according to 
the Treasury estimates, are far smaller than a half billion. I think 
it does follow that for every dollar of private money that flows we 
ancut Government economic aid a full dollar and more. 

With respect to the actual estimates of revenue loss I made some 
wstimates myself on the basis of published data. Incidentally, this 
basis is not very adequate. For what they are worth, my estimates 
are that if income is confined only to foreign investment sources, the 
maximum loss to the Treasury would be $165 million. This assumes 
eo retain 100 percent of foreign earnings and pay no dividends 
atall. The probable loss is $65 million assuming a 40 percent reten- 
tion rate, which seems to be more realistic. AJ] this is as far as invest- 
ment income is concerned. If the bill is extended to include export 
income, it becomes much harder to make an estimate, because there is 
very little specific evidence. For export income we should expect a 
rtention rate of no more than 40 percent, because export income, 
wlike reinvestment income, will probably have to be remitted to 
parent companies in the form of dividends or stockholders would 
object. Assuming a 40 percent retention rate, the maximum loss from 
tax deferral on export income would be around $190 million. This 
8a gross loss in revenue in addition to the $65 million I mentioned 
arlier. But this gross loss alone is deceptive. There are important 
revenue offsets we must take into account. One offset which has been 
mentioned several times is that in the absence of H.R. 5 provisions 
more and more companies are going to try to move into tax haven 
neorporations. Some revenue included in the estimates will be lost 
anyway. 

Asecond offset, and much more important, is that tax deferral will 
directly and indirectly lead to an increase in exports and thereby in- 
crease gross national product and national income. This implies 
‘much bigger tax base from which the Treasury gets the major part 
of its revenues. Here again it is hard to make estimates but con- 
‘rvatively an increase of $1 billion in our exports, and this is only 
‘percent, can be expected to produce over $200 million more of reve- 
tue. If the bill does achieve the increase in exports that we antici- 
pate there should be no net revenue loss even in the short run, In 
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the long run I would guess that the Treasury would probably gain as 
earnings and assets abroad grow. 

One must remember there is no way in which the shareholder jn 
the U.S. company can benefit unless his 52 percent partner, the US. 
Treasury, also benefits. If these smart businessmen think they will 
benefit then the Treasury will also benefit in the long run. One 
can make some quick computations. The rate of return most com- 
panies would expect on reinvestment abroad is about 15 percent per 
annum net of foreign taxes. This means that earnings and assets 
abroad will double every 5 years or slightly more than double. In 
other words, forgoing dividends and taxes for 5 years means that 5 
years hence even a 50 percent dividend payout will yield more revenue 
to the Treasury than 100 percent payment does right today. 

Looking at the whole issue in total, as an economist and as a citi- 
zen and as a previous citizen of Burma who is deeply interested in 
the underdeveloped areas, I can think of no easier way that this coun- 
try could serve its own ends and the goal of development abroad 
than by encouraging the flow of private foreign investment through 
tax deferral on foreign reinvestment. If this is done we will all be 
better off in the long run. 

Thank you. 

The Carman. Mr. Solomon, we thank you, for your most in- 
teresting statement. I am sure it will be very helpful to the commit- 
tee. e appreciate your coming to the committee. 

Any questions? 

If not, we thank you. 

Without objection, the copies of Professor Solomon’s charts will be 
included in the statement. 

(The documents referred to follow :) 


Direct foreign private investments 


{Millions of dollars] 

New invest- Excess of 

ments Income income over 

investment 
dddds 1, 094 2, 198 1, 104 


Per capita income of 9 countries compared to per capita purchases of U.S. 


goods, 1957 
Purchases from 
Income the United 
States 


Source: ‘Tariffs and Trade,” May 25, 1959. Published by the U.S. Council of the International Chamber 
of Commerce. All figures converted at official exchange rates. 
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The CuatrMAN. The next witness is Mr. Ingersoll. 


STATEMENT OF ROY C. INGERSOLL, CHAIRMAN OF THE BOARD, 
BORG-WARNER CORP., CHICAGO, ILL. 


Mr. Incersoti. Mr. Chairman, members of this committee, it is a 
real privilege for me to appear before this committee, and in the in- 
terest of saving their time, I am going to read a preliminary state- 
ment and then be extemporaneous on some of the points I want to 
bring out. 

The CuamMan. Without objection, your entire statement will ap- 

ar inthe record. You are recognized for 10 minutes. 

(The statement referred to follows :) 


STATEMENT OF Roy C. INGERSOLL, CHAIRMAN OF THE BoArD, BorG-WARNER CorP. 


I am Roy C. Ingersoll, chairman of the board of Borg-Warner Corp. Borg- 
Warner Corp. consists of approximately 40 divisions and subsidiaries and is 
engaged in various manufacturing operations of highly engineered, precision, 
and mass-produced products. We are perhaps best known for our Norge line 
of home appliances, our York line of air conditioning, and automatic transmis- 
sions and other automotive products. We also have numerous operations in 
connection with steel, plumbingware, and other builders’ supplies, farm imple- 
ment parts, aircraft parts, our Byron Jackson oil tools and pumps, and other 
products. Our consolidated sales are in the neighborhood of $600 million per 
annum. 

We have oversea plants in England manufacturing automatic transmissions, 
as well as the York Shipley plant producing industrial refrigeration and air 
conditioning equipment; a plant in Sio Paulo, Brazil, known as Borg & Beck do 
Brazil, manufacturing clutches; Borg-Warner Pty., Ltd. in Australia, manufac- 
turing transmission products; and a 50-percent interest in York-Aire of Aus- 
tralia manufacturing refrigerating equipment; we are constructing a plant in 
Holland to manufacture oil equipment particularly for use in the common mar- 
ket and another oil tool manufacturing company in Mexico; we have three 
Canadian plants engaged in the manufacture of automotive parts, chains, and 
fittings. In addition, we have over 60 license and technical assistance agree- 
ments with oversea companies and our wholly owned subsidiary Borg-Warner 
International is active both in exports and foreign licensing. 

My testimony will relate generally to the reasons why I believe there is an 
urgent need for increased foreign investment by American business and the 
manner in which I believe enactment of H.R. 5 will serve as a strong and work- 
able incentive to bring this about. I do not propose to discuss certain technical 
aspects of H.R. 5, which I am sure will be covered by other testimony. 

It has been my privilege to serve as Chairman of the Advisory Board of the 
Export-Import Bank, and I have also served as president of AIPPI, an inter- 
national association formed for the protection of patent and trademark matters. - 
I have also been for many years vice president of the U.S. Chamber of Com- 
merce and headed its manufacturing division. I mention these positions only 
because they have given me a remarkable vantage point from which to study 
the problems of the American manufacturer who would either export abroad or 
establish manufacturing facilities abroad. I know you are interested in that 
Manufacturer not alone because he represents a large and important segment 
of our economy, but because the future of American investment abroad has an 
important bearing on maintaining maximum employment here at home, our 
American prosperity, and our ability to compete in world markets. 

In 1953, I had the privilege of serving as chairman of a Citizens Advisory 
Committee consisting of approximately 130 distinguished citizens appointed by 
the Senate Banking and Currency Committee to study the financial aspects of 
foreign trade. This committee spent several months in making a comprehensive 
study of the various aspects of foreign investment and foreign trade and one of the 
significant conclusions reached and reported to the Senate committee was that 
no desirable and sustainable pattern of international finance can develop unless 
concerted action is taken to reestablish private long-term capital flows as the 
Principal cornerstone of international financing.” I believe that the desirability 
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of private foreign investment is even more evident today than it was when the 
above conclusion was reported to the Senate Banking and Currency Committee jn 
1954. Indeed, with existing world conditions there seems to be little, if any, 
disagreement but that private investment overseas must be encouraged. Just as 
from the earliest days of the Colonies in our own Republic, American industry 
vastly benefited from the investments made by investors from other countries who 
enabled this country to develop along industrial lines and to achieve our own 
high standard of living, so it is desirable that private investment be encouraged 
in the underdeveloped countries of today. 

While the need for private investment overseas is recognized, the problem that 
American business faces today is one of finding a source of capital for inyest. 
ment in foreign countries. I am sure you are aware of the very pressing capital 
requirements that most U.S. industry has at the present time to satisfy domestic 
needs. Vast sums are required in these days of inflation and rapid technological 
advances if we in industry are to be able to construct modern plants and equip 
them with the efficient machinery and equipment that is necessary ot remain com- 
petitive and increase productivity here at home. Obviously, we must in most 
cases satisfy our domestic requirements for capital before we can intelligently 
invest our shareholders’ funds in foreign investments. 

I am sure you realize the problem American business faces to keep pace with 
foreign manufacturers operating with much lower wage rates. The tre 
mendous increase in the importation of foreign cars, the importation of steel, and 
the numerous products now imported to the United States by Western Europe and 
Japan all serve to emphasize that we face a terrific problem in the years ahead 
if we are to remain competitive. I believe one way we can do this is to con- 
tinue to make large capital investments at home to increase productivity and 
maintain lower costs. Borg-Warner Corp. at the present time has a fairly large 
cash reserve but as we face the 1960’s with increased population trends and ex- 
panding sales, it is evident that merely to keep pace with working capital re- 
quirements for inventory and receivables, as well as the maintenance of research 
and other capital investment here for increased productivity, will leave little ex- 
cess cash available for foreign investment. The secret, therefore, to maintaining 
investment abroad which is equally important is to permit reinvestment of funds 
earned abroad and the transfer from one oversea country to another without im 
posing a burden which other competing nationals do not have in their overseas 
market. 

Unfortunately, the fact is that after our domestic requirements for capital are 
met there is little, if any, left for investment abroad. Where then, are the funds 
to come from for foreign investment? 

I believe the Boggs bill (H.R. 5) will go a long way toward solving this prob- 
lem and am therefore very pleased to be able to appear before this committee in 
support of the bill. Passage of this bill will make it possible for profits generated 
abroad to be utilized for further investment abroad without their being severely 
reduced by the present 52 percent U.S. corporate tax. The resulting increase in 
available funds for further foreign investment is, of course, as obvious as it is 
desirable. 

My company, as well as many other companies, has in the past been able to 
invest funds in some foreign countries; and, while generally speaking, the 
results have been rewarding, we, like other American companies can only foresee 
a greatly reduced future investment in oversea markets if our earnings abroad 
available for this purpose are vastly reduced by the payment of a 52-percent 
American income tax. I think it should be recognized that our present taxing 
structure imposes severe and unjustified restrictions on the expansion of private 
investment abroad and we feel it is imperative that these deficiencies be 
corrected. 

I believe the principles embodied in the Boggs bill represent an important 
step in the direction of eliminating these deficiencies and that its enactment 
would provide the necessary incentives to American business to expand their 
foreign activities. This expansion in turn could not help but reduce the vast 
sums of governmental outlays being made to bolster foreign economies. Once 
these incentives are provided, I am confident that American business will 
accomplish the results desired. . 

The deferral of tax concept included in the Boggs bill, as you know, is not 
a new approach to the problem of providing an incentive to increase foreign 
investment. In 1957 the British enacted legislation that provided similar bene- 
fits to United Kingdom overseas trading corporations. Other countries have 
provided the same type of incentives by way of tax benefits. 
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It can be readily seen that under existing taxing statutes, American com- 
panies are therefore placed at a distinct competitive disadvantage in the field 
of foreign operations with companies operating from such countries. This com- 
petitive disadvantage is not necessary and should be eliminated. 

A question might well be asked as to the effect on American industry and 
the American workingman of encouraging investment in factories abroad. I 
believe it will benefit both. In the first place, if investment abroad is not pro- 
yided by private industry, the vacuum is apt to be filled by either our own 
Government spending large sums for foreign aid or by the Russians or some 
other government providing this investment. Furthermore, while we cannot 
now export into these markets in substantial quantities, not only because of 
the competitive factors but because of the actions of governments themselves, 
we must always recognize that export is a two-way street. Exports must be 
balanced with imports and in the process the standard of living of our own 
working people is benefited. Other governments provide their industries with 
real incentives for oversea investment and if the United States wishes to 
remain the strong world power it now is, from an economic standpoint, it must 
provide the same incentives. 

There is one further matter that I would like to mention and that is with 
respect to the Treasury Department’s proposal to limit the benefits of H.R. 5 
toincome which arises only from underdeveloped countries. In my opinion this 
limitation is completely unrealistic and if the proposal is accepted by this com- 
mittee, H.R. 5 will be virtually ineffective in accomplishing an increase in 
private foreign investment. This is true because as I have previously stated, 
at the present time domestic capital demands are so great that there is little, 
if any, left over for American business to invest in foreign countries. The 
source of funds for such investment must therefore come from the profits 
generated abroad. These foreign profits are not at the present time being 
generated to any extent in underdeveloped countries and probably will not be 
for some time. Where then would the funds for increased foreign investment 
come from if the Treasury Department’s proposal were accepted ? 

There can be no question but that the objective of assisting underdeveloped 
countries is desirable and I believe that this objective would be accomplished 
by American business if H.R. 5 is enacted in its present form without the re- 
strictive amendment proposed by the Treasury Department. Enactment of 
H.R. 5 would permit us to have available for investment in underdeveloped coun- 
tries profits generated in other foreign countries where many of us have existing 
operations at the present: time. If these profits were not taxed until the were 
longer used for foreign investment, as contemplated under the tax deferral 
provisions of H.R. 5, we would have the necessary funds available for investment 
in underdeveloped countries. Furthermore, it must be recognized that there 
are obvious risks involved in foreign investments that are not present insofar 
as domestic investments are concerned This is particularly true respecting in- 
vestments in undeveloped countries. The prudent business man will consider for 
a long time before investing shareholders’ money in underdeveloped countries 
under our present taxing statutes. On the other hand, the situation is quite dif- 
ferent if we are able to reinvest the full amount of profits generated in other 
foreign countries with the tax being deferred on these profits until they are no 
longer being used for reinvestment in foreign operations. Substantially larger 
amounts will be available for foreign investment and there is considerably more 
incentive to assume the risks involved. 

I must state frankly that, if the Treasury limitations are imposed on the 
Boggs bill, the entire purpose of the law is emasculated. I have the highest 
regard for our Secretary of the Treasury and recognize the problem this com- 
mittee faces to maintain our tax base in order that the essential revenues can 
be raised. However, we are here dealing with matters of grave national concern. 
The Treasury version of this bill, which would only benefit a company investing 
in underdeveloped countries after it had earned the money there in some future 
year and would not permit the transfer of earnings in other oversea markets 
to such underdeveloped countries, would be worse than nothing. It will be of no 
value to American industry. 

In conclusion, may I state that I appreciate very much the opportunity of 
appearing before this important committee and stating my views on what to me 
is an extremely important matter. 


Mr. Incrrsouu. I had prepared this statement which I am glad will 
appear in the minutes and I will give the preliminary. I am Roy 
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Ingersoll, chairman of the board of Borg-Warner Corp., which con- 

sists of 40 divisions and subsidiaries and is engaged in various man. 

facturing of highly engineered, precision, and mass-produced 
roducts. 

“ We are perhaps best known for our Norge line of home appliances, 

our York line of air conditioning and automatic transmissions and 

automotive products. 

We also have numerous operations with steel, plumbing ware and 
other builders’ supplies, farm implement parts, aircraft parts, our 
Byron Jackson oil tools and pumps and other products. Our consoli- 
dated sales are in the neighborhood of $600 million. They will be 
more than that this year. 

We have overseas plants in England, manufacturing automatic 
transmissions as well as York-Shipley plant producing industrial re- 
frigeration and air-condition equipment. e have to large plants 
in England making transmission chains and other types of chains; 
a plant in Sao Paulo, Brazil, manufacturing clutches; Borg-Warner 
Pty., Ltd., in Australia, manufacturing transmission products and 
a 50-percent interest in the York-Aire, manufacturing refrigerative 
equipment. 

We are now constructing a plant in Holland, and we have another 
oil well tool company manufacturing in Mexico. We have three 
Canadian plants engaged in the manufacture of automotive parts, 
chains, a fittings. In addition to this we have over 60 license and 
technical assistance agreements with overseas companies and our 
wholly owned subsidiary, Borg-Warner International, is active in ex- 
ports and foreign licensing. 

It is my privilege to serve as Chairman of the Advisory Board of 
the Export-Import Bank, and I have also served as a president of the 
AIPPI, the international assocoiation formed for the protection of 
patents and trademark matters. I have also been for many years 
vice president of the U.S. Chamber of Commerce, and head of the 
manufacturing division. 

I mention these positions only because they have given me a re- 
markable vantage point from which to study the problems of the 
American manufacturer who would either export abroad or estab- 
lish a manufacturing facility abroad. I know you are interested in 
that manufacturer not alone because he represents a large segment of 
our economy, but because American investment abroad has an m- 
portant bearing on maintaining maximum employment here, American 
prosperity, and our ability to compete in the world market. __ 

In 1953 I had the privilege of serving as chairman of the Citizens 
Advisory Committee consisting of approximately 130 distinguished 
citizens appointed by the Senate Banking and Currency Committee to 
study financial aspects of foreign trade. This committee spent sev- 
eral months in. making a comprehensive study of various aspects of 
foreign trade. The final conclusion of that was this: No desirable or 
sustainable pattern of international finance can develop unless con- 
certed action is taken to reestablish private long-term capital flows 
as a principal cornerstone of international financing. ; 

Just as in the earliest days of our Colonies in our own Republic. 
American industry vastly benefited from the investments made by 
investors from other countries which enabled this country to develop 


_ 
¥ 
£ 
= 
4 


1 con- 
nanu- 
duced 


ances, 
iS and 


and 
S, Our 
nsoli- 


vill be 


matic 
ial re- 

lants 
rains; 
‘arner 
and 
rative 


other 
three 
parts, 
se and 
d our 
in ex- 


ard of 
of the 
ion of 

years 


of the 


a 
of the 
estab- 
sted in 
vent of 
in im- 
erican 


itizens 
uished 
ittee to 
nt sev- 
ects of 
or 
33 con- 
| flows 


public, 
ude by 
evelop 


FOREIGN INVESTMENT INCENTIVE ACT 303 


along industrial lines and to achieve a high standard of living so that 
it is desirable that private investment be encouraged in the under- 
developed countries. 

Now, I am going to jump to the last paragraph of my statement 
yhich you have because, as I understand it, this bill has been approved 
both by the State Department and the Department of Commerce, 
but there is a question about it is the Treasury Department. 

I must state frankly that, if the Treasury limitations are imposed 
om the Boggs bill, the entire purpose of the law is emasculated. I 
have the highest regard for our Secretary of the Treasury and recog- 
nize the problem this committee faces to maintain our tax base in 
onder that the essential revenues can be raised. 

However, we are here dealing with matters of grave national con- 
ern. ‘The Treasury version of this bill, which would only benefit 
acompany investing in underdeveloped countries after it had earned 
the money there in some future year and would not permit the transfer 
of earnings in other overseas markets to such under-developed coun- 
tries, would be worse than nothing. It will be of no value to American 
industry. 

So 1 would like to pose to your committee some of the problems that 
[see as a businessman. There is the question that if this bill was 
passed, it would defer income which our Treasury needs so very much 
at the present time. I was glad to hear my predecessor state that it 
probably would not reduce it at all while the maximum might be the 
$65 million or $190 million instead of the $500 million that the Treas- 
ury Department has stated that the income will be reduced because of 
the other income accruing by investments abroad by industry, that 
would be more than overcome. 

May I say this: In deferring income, our company believes in re- 
earch and development. This year we spent approximately $16 mil- 
lion for our comparatively weal company, which is a lot of money. 
Some of our stockholders might say, “Don’t spend that. Give that to 
isin dividends this year.” But I am thinking of that stockholder 2 
or 3,5, and 10 years ago who would not be receiving nearly so much 
as though we spent that money in research and development. So it 
swith investments in these underdeveloped countries. If the money 
that we make in our several companies abroad had to come via a 
triangle, namely come to the United States and then go back to the 
underdeveloped countries, en route there would be a deduction of 52 
percent. So we would be reduced by the amount of money that we 
would invest there. 

The idea of all industry is to make profit, and capital flows where 
profits can be made. In some of the countries where we have invest- 
ments like England and Canada and other places, we are more sure 
than we would be in some of these underdeveloped countries, although 
these underdeveloped countries offer tremendous potentials, just the 
sume as the English investments in the Colonies in the early days 
fered such tremendous potentials for investment and also enabled 
isso much to build up this industrial machine—this great industrial 
machine of this country. 

So I feel very definitely that if this money can be transferred with- 
out this tax deduction to these under-developed countries, as we see 
opportunities to invest, the capital will immediately flow there. 
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Otherwise, if over 50 percent is taken away before we are able to 
invest it, then there will be a very grave doubt as to whether we 
should do it. 

You can say, “Yes, we can have these other subsidiary companies 
under a foreign name to do that and save that,” but that is not fair 
to the American businessman. It is not fair to the American people 
because it means that they will probably have to move to those coun- 
tries out of the United States in order to enjoy that tax-free move- 
ment of capital. 

So for many other reasons, because we want to reduce the amount 
of money that we are giving to these underdeveloped countries and 
enable them through investment by American industry in those coun- 
tries to build up their standard of living, to build up the amount of 
wages that those men are going to receive, in that way we can reduce 
the amount of money we are sending abroad. 

May I say this, Mr. Chairman, that no one appreciates more than 
I do the many dedicated people who are spending the money that 
we give for foreign aid, but I cannot help but feel that the American 
businessman who is dedicated to make the most profits possible under 
our American free-enterprise system will do a far better job in spend- 
ing that money over there than can possibly be done by those whom 
we send to spend that money, who have not had the advantage of busi- 
ness training necessary to carry that on and develop these businesses, 
particularly in underdeveloped lands and develop their resources in 
the fastest way. 

So I feel very strongly, as a businessman and not just for our own 
particular company, that it would be so much better for American 
industry and also for this country in their desire to exploit these 
underdeveloped countries, if this money that is earned in some of our 
foreign ventures could be transferred without this tremendous 50 
percent tax deduction. 

I thank you very much. 

The Cuarrman. Thank you for coming before this committee and 
giving us the benefit of your thinking. 

Our next witness is Mr. Connolly. 


STATEMENT OF JOHN L. CONNOLLY, IN BEHALF OF THE MINNE- 
SOTA MINING & MANUFACTURING CO., ST. PAUL, MINN. 


Mr. Connouty. My name is John L. Connolly, general counsel of 
the Minnesota Mining & Manufacturing Co. of St. Paul. I would like 
to include, Mr. Chairman, my entire statement in the record and I 
will summarize my statement. 

The Cuamman. Without objection, your entire statement will be 
included in the record. 

(The statement referred to follows :) 


STATEMENT OF JOHN L. CONNOLLY 


My name is John L. Connolly. I am general counsel for Minnesota Mining & 
Manufacturing Co., a corporation organized under the laws of Delaware with 
principal offices in Saint Paul, Minn. : 

We are engaged in the manufacture and sale of coated abrasives; adhesives; 
pressure-sensitive adhesive tapes; roofing granules; reinforced plastics ; ribbons 
and gift wrap; chemicals; reflective products; duplicating products and print- 
ing products and have been engaged in business since 1902. 
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We have manufacturing plants in 13 States, 9 domestic subsidiaries, and have 
a stock interest in foreign subsidiaries engaged in the manufacturing, selling 
and distributing merchandise in 11 foreign countries. 

In addition thereto, we export from the United States to all countries in the 
free world where export licenses and dollar exchange are available. 

We own domestic and foreign patents. All foreign patents, other than 
Canadian patents, are licensed to a Canadian subsidiary which in turn, grants 
sublicenses to foreign manufacturers, ‘ 

If it is desirable for American industry to play a continuing greater role in 
the furtherance of our country’s efforts toward rising living standards through- 
out the free world, and we think it is, then one must favor H.R. 5, commonly 
known as the Boggs bill, which will encourage private investment abroad. 
My company holds a strong belief that ultimately “foreign trade” can replace 
“foreign aid” to the benefit of the United States and other nations of the free 

ld. 
“The foreign companies in which we have a stock interest are located in Mexico, 
Canada, England, France, Argentina, Australia, Brazil, Union of South Africa, 
Germany, and the Netherlands. These plants are located in the most attractive 
and stable markets throughout the world. Like us, many American corpora- 
tions have taken these easy steps; to go beyond this to areas of greater risk 
and greater need, requires the encouragement of this bill. 

We are engaged in the manufacture of technical products which calls for a 
large outlay of capital and for specially designed machinery that is not avail- 
able in many countries throughout the world and can only be obtained from 
either the United States, Canada, or some countries in Europe. The operation 
of the plant or the manufacture of the products calls for many raw materials 
that are not available in the country where the plant would be located and 
such products have to be imported. 

The financing ofthe construction and operation of many of our foreign plants 
is done by borrowing money at high interest rates in the country in which the 
plant is located. In many of the undeveloped countries it would be impossible 
to borrow and use local funds both for the construction and operation of 
the plant because of the shortage of capital available in these countries. On 
the other hand, if we had a successfully operating foreign business corporation, 
as provided by the Boggs bill, we would have more dollars to invest in the 
expansion of our foreign business throughout the world where if expansion was 
to be made with American dollars after the payment of present Federal tax, 
we would have less dollars to invest. 

Undeveloped countries are the ones that most need development and the most 
likely to resolve their needs by State ownership or by turning toward Com- 
munist domination. I am of the opinion that any encouragement given to Amer- 
ican business or other sources of capital for foreign investment via the route 
of tax deferral on income earned abroad or otherwise will, in fact, greatly 
accelerate investment in these areas. 

It is true that many companies do, in fact, enjoy tax deferral today through 
the establishment of subsidiaries in so-called tax-haven countries. Such com- 
plex corporate structures are costly and do not do the job completely and prob- 
ably are beyond the capabilities and means of many small businesses. There 
Is no good reason why American investment abroad should not be held by 
American corporations and enjoy all the benefits of United States tax treaties 
and other forms of protection. For this reason, we strongly recommend enact- 
ment of the Boggs bill which would provide for the establishment of foreign 
business corporations. 

To be practical and get American foreign investment domiciled in the hands 
of American corporations where it belongs, requires, of course, amendment of 
Section 367 of the Internal Revenue Code. Little, if anything, would be accom- 
plished without this feature of the bill. 

It has been claimed that the Boggs bill would restrict or reduce exports from 
the | nited States. This is not borne out by the experience of our company. 
“ve enjoyed considerably greater export sales in 1958 to the various countries 
in which we have manufacturing subsidiaries than we did in the years these 
operations were established. As industrialization rises abroad, a larger market 
IS created for all kinds of American exports. This is seen from the following 
a taken from “Tariffs and Trade,” May 25, 1959, published by the U.S. Council 

e International Chamber of Commerce, which shows the positive correlation 


306 FOREIGN INVESTMENT INCENTIVE ACT 


between a nation’s per capita income and its per capita purchases from the 
United States: 


Purchases 
Income from United 
States 

Canada : $1, 436 $234.0 
Great Britain 958 21.0 
Germany 742 18.0 
= 14.0 
13.0 
109 15 
Pakistan - 52 13 


The Boggs bill adds a measure of job security for the American worker. We 
are convinced that the greater the industrialization of a country becomes, the 
greater the potential becomes for the utilization of products of American industry. 
As an example, American foreign manufacturing investment is greater in Canada 
than any other country and yet Canada is by far and away our best customer. 

Section 904 of the present law permits taxpayers to offset their U.S. tax lia- 
bility by the amount of income taxes paid to each foreign country, but this credit 
is limited to the amount of the U.S. tax attributable to foreign income on a per 
country basis. Taxpayers operating in two or more countries sometimes pay 
taxes to one foreign country in excess of this limitation and thus under the per 
country limitation receive no credit for the excess amount. Section 5 of the bill 
would give the taxpayer the benefit of the so-called overall limitation, limiting 
the foreign tax credit to the aggregate U.S. tax on all foreign income, wherever 
such limitation would be more advantageous than the per country limitation. 

The bill provides for granting foreign tax credit for taxes “spared” by foreign 
countries upon certification by the Secretary of State. Under present U.S. tax 
law no foreign tax credit is given for taxes waived by a foreign country as an 
inducement to American investment or to encourage the provision of technical, 
managerial, and similar assistance or services by American business. Thus 
under present law we have the anomaly of stated U.S. Government policy urging 
private investment in underdeveloped countries, and U.S. tax law setting up a 
roadblock against such investment and effectively removing an incentive offered 
by a foreign country. Thus this section should be supported for the practical 
purpose of increasing American investment abroad in line with State Depart- 
ment policy. The present provision of the code has the effect of eliminating all 
or a part of the concessions made by a foreign country, and this creates a situation 
where the foreign country asks, “Why should we grant you this concession when 
it is taken away by your Government?” 

This bill provides for the nonrecognition of gain on involuntary conversion of 
property of foreign subsidiaries insured by the parent company. Our experience 
has been that we cannot in all of the countries in which we are presently operating 
provide the type of insurance program that we do in our American operation. 
Certain types of insurance coverage which we have deemed desirable from a com- 
pany point of view are in some countries not available or are only available at 
prohibitive cost. We can cover such risks much more economically and com- 
pletely from the United States. 

We strongly recommend the enactment of the Boggs bill. 


Mr. Connotiy. The Minnesota Mining & Manufacturing Co. has 
been engaged in’ maufacturing since 1902 and it and its nine do- 
mestic subsidiaries sell merchandise in all of the States of the Union. 
In addition. to its domestic subsidiaries it has subsidiaries in Australia, 
Argentina, Brazil, Canada, England, France, Germay, Mexico, and 
South Africa, and a distributing plant in the Netherlands. 

In addition, it is in the process at the moment of establishing a plant 
in Italy, and in Japan. 

We favor section 2 of the Boggs bill as written, and we are unalter- 
ably opposed to any watered down version as suggested by the Treasury 
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Department. As I understand the Treasury Department, they would 
request the House to amend the bill to limit the foreign business corpo- 
ration benefits to Latin America, Asia, and parts of Africa; or, in 
other words, eliminate Europe, Japan, and Canada. 

It seems to me that, if this were done, eutside of a few companies 
that have businesses in Latin America, there would be very little 
money for some considerable time to invest in new foreign plants if 
we wait to get the money from the underdeveloped areas. 

On the other hand, if we were to take the bill as written, Canada is 
a source of revenue because of its tax laws. You can bring most divi- 
dends in from Canadian subsidiaries with only a 5-percent withhold- 
ing, and you can also bring in royalties from England tax free under 
our tax treaty. You can bring in dividends from England but the 
rate is higher than it is in Canada and the source from dividends in 
England 1s not as great as it is in Canada and some of the other 
countries. 

Now, we favor section 3, which would amend section 367, and I do 
not agree with some of the witnesses that it is not necessary to have 
that amendment if you are going to have the Boggs bill. I think it is 
absolutely necessary in certain cases. We favor this amendment and 
think it is imperative. 

Now, section 5 would provide an option in the tax credit. As it 
exists today we are limited to the one country rule and if the country 
has a higher tax rate than ours we have a loss of tax credit. As writ- 
ten, the Boggs bill would give you the option of taking the per 
country rule or the overall limitation. 

We believe this is equitable and should be enacted. 

Section 6 allows a foreign tax credit for taxes spared. We know 
there is some opposition from some sources to this but we think it is 
fair because if our company or any other company in the United States 
enters into an agreement with a foreign tax government to spare the 
taxes for a certain number of years, I am sure that the foreign 
country is not going to like us imposing a tax upon the earnings when 
the earnings come yt to the United States and the benefit is wiped 
out, if not all of the benefit, a substantial portion of it. We favor the 
enactment of section 6. 

Section 7, we think, is a good provision. This would permit the 
proceeds coming to the parent from involuntary conversion of prop- 
erty owned by a subsidiary to be treated as it is treated under our 
law as if owned by the parent. 

We find that in doing business in Brazil, to get fire and other in- 
surance on property in Brazil, the rates are prohibitive. We can 
obtain this type of coverage in the States, but if losses occur and the 
money come into the States, even though sent back to the foreign 
country. the Treasury claims the proceeds are subject to tax. Section 
Tshould be enacted. 

I thank you, gentlemen. 

The Cxarreman. We thank you, sir, for bringing us your views on 
this matter. It will be most helpful to the committee. 

Our next witness is Mr. Gushman. 

Please identify yourself for the record by giving us your name, ad- 

,and the capacity in which you appear. 
43349—59——21 
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STATEMENT OF JOHN L. GUSHMAN, VICE PRESIDENT, OWENS. 
ILLINOIS GLASS C0., TOLEDO, OHIO 


Mr. Gusuman. My name is John Gushman and I am a vice president 
of Owens-Illinois Glass Co., Toledo, Ohio, and general manager of the 
international division. 

Mr. Chairman, with your consent, I will simply highlight my written 
remarks which I hope you will accept. 

The CHarrMANn. That will be very fine. 

Mr. GusuMan. Owens-Illinois manufactures glass containers, paper 
and plastic packages, scientific glassware, glass tableware, closures, 
glass block, glass envelopes for TV picture tubes, and other miscel- 
Janeous products. We ship these products from our manufacturing 
plants in the United States into approximately 80 countries throughout 
the world. 

Owens-Illinois is in favor of H.R. 5 in the form in which it was 
introduced. 

In addition to the export sales business to which I have referred, 
Owens-Illinois in the last 2 years has completed construction of, and 
is now operating, new glass container manufacturing plants in Cuba 
and Venezuela. Recently we acquired an idle glass container manu- 
facturing plant in Bogota, Colombia, which we are rehabilitating and 
expect to have in full operation next year. 

The company also harvests pulpwood from several hundred thou- 
sand acres of timberlands in the Bahamas to supply papermills that 
we operate in the southeastern part of the United States. And we hold 
a minority interest in a glass tableware enterprise near Brussels. Our 
oversea investments now total approximately $23 million. 

Weare considering investments in other areas of the world. These, 
of course, would place a heavy financial burden on our company. Like 
most American businesses we have great difficulty in generating 
enough aftertax money to make necessary replacements of our domes- 


- tic facilities and to provide for necessary expansion to keep up with 


the growing market in the United States. 

Because our company operates on a decentralized, divisional basis, 
we in the international division must compete within Owens-Illinois 
with the domestic operating divisions for those corporate funds avail- 
able for new investments. Because there are not enough funds for all 
projects, our company looks with favor on H.R. 5 which, through tax 
deferral on income earned overseas, would make it possible for the 
international division to create more of its own investment and ex- 
pansion capital. 

Part of our finance problem arises because we are heavy industry. 

In other words, we use extracted raw materials like sand, soda ash, and 
limestone. These are melted into glass in furnaces at extremely high 
temperatures. Our ratio of invested capital to sales is comparatively 
high. This is particularly true of our oversea investment because we 
have learned that we must install facilities abroad that are not neces- 
sary in our U.S. operations, 
_ For example, overseas we find that we must provide power-generat- 
ing facilities, create our own water and sewage disposal plants, and 
install processing equipment to refine raw material which in the: 
United States are delivered to us ready to use. . 


a 
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Historically, American oversea investment follows American over- 
ga exports. In those areas of the world where our export markets 
have shrunk, we have been forced, in order to protect those markets, 
to develop new manufacturing facilities. When we sell in a market, 
we get acquainted with our customers and learn to work with the par- 
ticular oversea commercial community, including banks, shippers, 
and various government agencies. 

It is our considered opinion that profits on exports should be in- 
cluded within the income of foreign base companies suggested by H.R. 
5for two reasons: 

1. To encourage exports of U.S. products at a time when all of us 
are painfully aware that such exports are on the wane, and 

2, To use profits on such exports as a major source of funds for 
investment in foreign countries, if and when such exports become 
uneconomical or are prohibited through license and tariff regulations. 

As I have indicated, the biggest single deterrent to the further 
development of manufacturing overseas for our company is a shortage 
of capital funds. If we could generate a larger part of these funds 
through our export sales and from income from existing foreign sub- 
sidiaries, I am sure that the result would be increased expansion of our 
oversea investments, and would help diversify and strengthen the 
economy of the countries concerned, thereby helping to improve their 
standards of living and to that extent decreasing their reliance on U.S. 
Government aid. 

Containers for food and beverages are basic to even underdeveloped 
economies. Cheaper, lighter, stronger containers with properly de- 
signed closures and paper packing can help bring about a better stand- 
ard of living to consumers abroad. 

I can speak only for Owens-Illinois, of course, but I am sure that 
the problems we face in making investments overseas are typical of 
those that must be solved by many companies in many industries. 
They, too, could expand their oversea investments—and thereby help 
improve the living standards of the countries concerned, as well as 
make greater profits for eventual distribution in the United States 
in the form of dividends and taxes—if they could generate a larger 
part of their capital funds through export sales and from the income 
of existing foreign subsidiaries. And I might say that if the Treasury 
proposal is adopted, the committee will have wasted its time, because 
the Treasury proposal will not be of the slightest help to us. 

We fully expect any and all such manufacturing investments 
which we make to earn a profit for the shareholders of our company. 
For our shareholders to realize the full benefit of these profits they 
must, of course, eventually be returned to the parent company in the 
United States. We realize that such profits must be subjected to U.S. 
taxation when they are transferred to the parent company. 

We hope that H.R. 5 will receive your favorable consideration. 

Now, I would like to make a brief point or two. I have been im- 
pressed today by the sincere and pointed remarks made by some mem- 
bers of the committee about the effect of oversea investment on em- 
ployment here in the United States, as well as by your inquiries about 
the reason for increased interest in oversea investment. 

Our experience may be of interest to the committee. Within the 
past 2 years, we have built or acquired three plants in three countries 
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in Latin America. In each instance we moved into markets that we 
had already lost or were about to lose because of local nationalistic 
protective measures. 

And in each of our plants overseas we have found up to now that it 
is not economically feasible for us to export back to the United States 
goods manufactured abroad because in these foreign plants—as com- 
pared with our domestic plants—we have a higher basic investment 
cost, a lower manufacturing efficiency, and a higher raw material cost, 

in short, our oversea expansion has not reduced the number of 
people employed in our plants in the United States. 

Thank you, sir. 

The Cuatrman. Your statement, Mr. Gushman, is very helpful. It 
verifies what I have thought for a long time. I am pleased to have 
you add to your prepared statement the observations that you have 
just made. Thank you very much for coming to the committee. 

Our next witnesses are Mr. Price and Mr. Toro, appearing together. 

Mr. Macurowrcz. I just want to welcome Mr. Price and Mr. Toro, 
and to say that the Detroit Board of Commerce has been very cognizant 
of the importance of world trade, particularly since the St. Lawrence 
Waterway has come into existence and I am sure that both Mr. Price 
and Mr. Toro reflect the views of the Detroit industrialists and the 
business people in the Detroit area. 

The Cuarrman. Mr. Price, do you propose to speak for both of you! 
Mr. Price. Yes, I do. 


STATEMENTS OF GEORGE PRICE AND CARLOS E. TORO, IN BEHALF 
OF THE GREATER DETROIT BOARD OF COMMERCE, DETROIT, 
MICH. 


The Cuarrman. Will you identify yourselves? 

Mr. Price. My name is George Price, assistant to the vice president, 
finance, of the Burroughs Corp. of Detroit. I are here today to present 
to your committee the views of the Greater Detroit Board of Com- 
merce and those of my company on the bill which is the subject of these 
hearings. 

The CuarrmMan. Will you identify Mr. Toro? 

Mr. Toro. My name is Carlos E. Toro, and I am manager of the 
World Trade Department of the Greater Detroit Board of Commerce. 

Mr. Price. The views of the Greater Detroit Board of Commerce, 
a nonprofit organization incorporated in the State of Michigan, dedi- 
cated to serving the business community of Detroit, are most suc- 
einctly expressed in a policy declaration on “Taxation of Foreign 
Earned Income” adopted unanimously by its board of directors 10 
April 1959. The text can be found appended to this statement. __ 

We believe that the tax and other incentives incorporated in the bill 
before your committee would increase the flow of private corporate 
investments and would thus contribute materially to economic develop- 
ment and the spread of private enterprise abroad. This should lead 
ultimately to a substantial reduction of the need for Government- 
sponsored foreign aid funds. . 

The tax reductions proposed in section 4 of the bill, by extending the 
14-percentage-point tax advantage now available to a Western Hemis- 
sphere trade corporation is the only feature which appears to involve 


a 
ay 


l. It 
have 
have 


ther. 
Toro, 
izant 
rence 
Price 
1 the 


you! 


TALF 


dent, 
esent 


» bill 
lop- 
lead 
ient- 


r the 
mis- 
‘olve 


FOREIGN INVESTMENT INCENTIVE ACT 311 


any appreciable reduction in revenue. But, by the very nature of the 
fact that such tax reduction would be an important incentive for the 
prospective foreign investor, the increased flow of investments and the 
larger income subsequently returned to the taxpayer should lead to 
greater revenue over the long term. 

The other sections of the bill, as far as they pertain to taxation and 
revenue, provide for tax deferral only and would, if this type of legis- 
lation accomplishes what it is designed to do, outweigh a temporary 
revenue reduction with greater revenue at the time income from 
investments is distributed to the domestic owners. 

Although we at the Burroughs Corp., and the members of the 
Greater Detroit Board of Commerce, continue to believe in the princi- 
ple that income should be taxed only in the country where earned, 
we also recognize that adoption of this principle would involve a 
change in U.S. taxation policy which would take time to accomplish. 
In lieu of such a change at this time we want to support H.R. 5 
as being a desirable step in the right direction. Its passage would 
do much to put American business abroad in a more competitive 
position and at the same time would accomplish certain national 
policy objectives by contributing toward economic development and 
growth of private enterprise abroad. 

Because of the limited time available, I shall make only a few 
remarks about the several sections of H.R. 5. 

Section 2 provides for the establishment of foreign business cor- 
porations, domiciled in the United States, thereby eliminating the 
need for establishment of so-called base companies abroad. This 
section of the act would permit better administration of the over- 
sea activities of iemnlesetiiadiiann since it would give an American 
company the same rights at home, after the establishment of a for- 
eign business corporation subsidiary, as it already enjoys abroad. 

t would also, in all likelihood, increase tax revenue from personal 
income taxes since American business executives who have had to 
establish residence abroad to serve their home offices through the 
use of a base corporation, in most instances live outside U.S. per- 
sonal income tax jurisdiction. 

Section 3 is designed to facilitate corporate reorganizations of com- 
panies in foreign operations by eliminating the requirement of ad- 
vance Treasury approval for tax-free treatment of transfers of prop- 
erty. It has sometimes been said that the purpose of section 3 of the 
bill is to permit reinvestment of foreign earnings abroad without 
payment of Federal income taxes on such earnings. The fact is that 
the law, as it now stands, permits such reinvestment to corporate 
taxpayers making new investments abroad but has the effect of deny- 
ing this privilege, in most cases, to a corporate taxpayer who has 
made successful investments in foreign subsidiaries in prior years and 
who may now want to change the corporate structure to meet chang- 
ing conditions. 

The present law thus discriminates against those very taxpayers 
whose experience in foreign investing is most likely to lead to ex- 
pansion of American investments abroad. The purpose of section 3 
of the bill, as we understand it, is to bring about uniform and 
equitable treatment among taxpayers making true foreign business 
Investments and to restore the application of section 367 to its orig- 
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inal and proper intent, the prevention of the use of foreign corpor. 
tions as tax evasion devices. We consider this section of utmost 
importance by permitting American business firms to keep abreast of 
changing conditions in world markets. 

I endorse what Mr. Lightner said regarding section 367 and the 
discrimination it imposes upon established businesses, such as his com- 
pany and our company. We have not been in business as long as he 

as—only about 50 years. 

The CuHarrman. You do not mean the discrimination that the se- 
tion imposes, but the discrimination which the section would eliminate, 
Is that not what you mean ? 

Mr. Price. I am speaking of section 367. 

The Cuarrman. Oh, I see. I understand what you mean now. 

Mr. Price. In regard to section 5, of H.R. 5, I would like to call at- 
tention to the bill that Mr. Machrowicz has introduced, H.R. 3035, 
This is a highly desirable piece of legislation by providing for the 
alternative tax credit. 

I would like to point out that there is discrimination also in cur. 
rent methods of <! weet tax credits. Under the present law, as in- 
terpreted by Internal Revenue 4089, full credit is allowed for foreign 
taxes if earnings are brought in through and from immediate foreign 
corporations. We see no justification for denying the same privilege 
to foreign businesses conducted in some other form. My ews is 
that you can do it now if you are organized in a certain way, but you 
cant’ do it if you are organized in another way. 

The CHarrman. We appreciate your coming before the committee 
and we apologize to all of the witnesses that it has been necessary to 
limit the time of their appearances. It is necessary in order to hear 
as many as we will hear during these 3 days. 

Wethink you very much for your appearance. ; 

Our next witness is Mr. Crittenden. Will you identify yourself 
for the record ? 


STATEMENT BY C. CHURCHILL CRITTENDEN, PRESIDENT, EXPORT 
MANAGERS CLUB OF CHICAGO 


Mr. Crrrrenven. Mr. Chairman and members of the House Ways 
and Means Committee, my name is C. Churchill Crittenden, I re- 
side in Chicago, Ill. I am here as president of the International Trade 
Club of Chicago, the leading organization of its type in this country. 

Last week, on June 30, I completed my term of office as president 
of the club. 

I speak on behalf of over 660 club members who represent practi- 
cally every business in the Middle West engaged in international 
trade. Our membership includes the entire range, from a small ex- 


porter to some of the largest American businesses in the international 
field. 

May I take just a few seconds to acquaint you with my own busi- 
ness background as I believe that my career in international trade 1s 
typical of our membership. I have spent all my business life, 35 years 
to be exact, in international trade, and practically half of my entire 
life I have spent living and traveling in foreign countries. 
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Iam Director of Foreign Operations for the Signode Steel Strap- 
ping Co. of Chicago, and president of its subsidiary companies en- 
gaged in carrying out its international operations. We do business 
in 54 foreign countries. Our international operations include ex- 
ports, royalty arrangements, licensing operations, and our own 
manufacturing plants in other countries. 

The International Trade Club of Chicago is on record as endorsing 
HR. 5 wholeheartedly in its entirety. We believe that H.R. 5 in- 
corporates essential features of desirable tax incentives and we urge 
the prompt passage of this legislation. We consider H.R. 5 an 
alert and constructive step in promoting international trade to the 
benefit of our own country and of the economies of our friends 
overseas. 

We who have lived our lives in international trade have also lived 
with its complexities, involving the constantly changing conditions 
under which we must operate. 

Most of us started out as exporters. Exporting is almost invariably 
the first step for every successful international operation. By ex- 
porting the international trader establishes himself in foreign mar- 
kets in the most economical manner. It enables him to probe and to 
decide where and how to expand his business. It is therefore, most 
itportant to help the exporter and not to restrict his operations 
because he is forming a backbone on which America’s successful in- 
ternational trade is built. 

As stated, most of us started out as pure exporters. Then, to main- 
tain our businesses under changing conditions we had to expand 
into royalty arrangements licensing operations, and finally our own 
manufacturing operations overseas. Dar own club has given clear 
recognition to this change from pure exporting to international op- 
erations. For 40 years we have carried with honor and distinction the 
name, Export Managers Club of Chicago. Effective this month, we 
are changing our name to, International Trade Club of Chicago. 

I recall how, early in my career, a certain well known American 
corporation exported 100 percent of its foreign sales from its Ameri- 
can plants. Today not more than 5 percent of its international busi- 
ness is exported from the United States. That corporation’s world 
sales last year exceeded $11, billion and 25 percent of its total net 
earnings came from its foreign business. 

Everyone of us would favor exports from our American plants. 
This is the simplest and most economical way for us to perform our 
international business. From a national point of view, exporting is 
best because it includes the use of American materials and American 
manpower. However, as stated, we have been obliged to expand into 
other ways of doing business abroad. 

It is of basic importance for us, gentlemen, to recognize that toady 

all of these different operations—exporting, royalty, licensing, and 
foreign manufacturing—combine to make up a_ successful inter- 
national trading business. It is not possible to pull them apart and 
still have a successful international business. 
_ This, I submit, appears to have been overlooked by the Treasury 
In its proposed amendments to the foreign business corporation 
feature of H.R. 5. Its amendments would tend to nullify the ad- 
vantages intended in the foreign business corporation. 
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And I call the Treasury’s attention once more to the example I just 
cited of the corporation which started out as an exporter. Although 
it exports very little today, nevertheless, the Treasury cannot avoid 
receiving substantial tax revenues from this corporation’s interna- 
tional operations. 

If the Treasury’s crippling amendments are adopted, smal] and 
medium firms in particular will be deprived of the benefits of the 
foreign business corporation. They will be obliged to help then- 
selves by joining the sorry parade into tax sanctuaries in Latin Amer- 
ica, Liechtenstein, caciesackom and other foreign places. It is a sad 
state of affairs that our international traders are forced to resort to 
such expensive and complicated procedures. Therefore, our member- 
ship earnestly recommends that this committee will act promptly and 
will approve the foreign business corporation feature as it now stands, 

We heartily support that part of H.R. 5 which extends the Western 
Hemisphere trade corporation provisions to business activities con- 
ducted anywhere without the United States. Sound business con- 
ducted by American enterprises is good for our country no matter 
where in the world it may be transacted. 

To lunit these provisions to business conducted solely in the West- 
ern Hemisphere or in underdeveloped countries, does not make sense. 
Therefore, we welcome this extension to the rest of the world. ‘ 

In this connection, I submit that Congress should be incensed with 
the Internal Revenue Service which, in its greed for taxes, is negating | 
the acts of Congress by depriving many of us of the benefits of the 
Western Hemisphere trading corporation provisions. By his unilat- 
eral acts, the Commissioner has put limitations upon the ability of 
American firms to compete beds limitations which Congress clearly 
never intended us to suffer. As a result, our exports have dropped 
alarmingly and many an American worker has lost his job. 

Our members hope that the Commissioner will be restrained by 
Congress from committing similar arbitrary attacks on H.R. 5. 

The provisions of H.R. 5 clearly reflect a recognition of the urgent 
need to encourage and to support private investments abroad. Grant- 
ing credit for tax sparing by foreign countries is a commendable step 
forward. Many foreign countries are willing to grant tax conces- 
sions in return for the evident benefits they would derive from our 
investments. 

Such concessions are, however, quite useless to the American in- 
vestor as he has to make up the full difference when he pays his U.S. 
tax. Furthermore, our tax policy has encouraged other countries to 
raise their taxes to our levels. 

In conclusion, may I stress that encouraging and supporting Amer- 
ican — and American investments overseas is one of the most 
fruitful and most beneficial steps this Congress can take. ‘The tradi- 
tional U.S. exports of goods must of necessity continue so that we cat 
pay for the imports we need. But, in addition to goods, we must 
export capital, know-how, manufacturing and managerial skills and, 
above all, our demonstrated concepts of free enterprise and personal 
freedom. 

Vast sums of private capital, together with the all important skills, 
will flow abroad to create healthy and sound economies wherever and 
whenever a proper climate exists for free enterprise. Such a climate 
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cannot exist under the conditions which have been created by our cur- 
rent foreign aid. A complete reappraisal of our foreign aid policy is 
agsential. Our club has stated its conclusion unequivocally that eco- 
nomic aid should be left to the private sector. 

More than money itself, the underdeveloped nations need the skills 
yhich go with private investments, but which are totally lacking in 
sovernment grants. With government confining its funds and its 
eforts to the establishment and maintenance abroad of an investment 
dimate friendly to free enterprise, American venture capital and 
American skills will combine to develop the backward nations on a 
sound an lasting basis. We can then look forward to the flowering of 
international trade on a scale hitherto undreamed of. 

H.R. 5 takes us in the right direction. Therefore, 1 repeat—we 
support it wholeheartedly. 

e Cuarrman. Mr. Crittenden, we thank you, sir, for bringing to 
us the bags of the Export Managers Club of Chicago. Thank you 
very much. 

hat concludes the calendar for boday and the committee is ad- 
journed until 10 a.m. tomorrow on this subject matter. 


(Whereupon, at 1:45 p.m., the hearing in the above-entitled matter 
was recessed, to reconvene at 10 a.m. on the following day.) 
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THURSDAY, JULY 9, 1959 


House or REPRESENTATIVES, 


CoMMITTEE ON W4ys AND MEANS, 
Washington, D.C. 


The committee met at 10 a.m., pursuant to recess, in the committee 
hearing room, New House Office Building, Hon. Wilbur D. Mills 
(chairman) presiding. : 

The Cuarrman. The committee will be in order. i 

Our first witness this morning is our colleague from Connecticut, 
Hon. John S. Monagan. We are pleased to have you with us this 
morning, and you are recognized. 


STATEMENT OF REPRESENTATIVE JOHN S. MONAGAN, OF 
CONNECTICUT 


Mr. Monacan. Mr. Chairman and members of the committee, I 
am here today in support of H.R. 5, familiarly known as the Boggs 
bill. I support the bill because of its provision of tax incentives for 
American companies which desire to create subisidary foreign-trade 
corporations. 

The district which I represent contains a great complex of industrial 
organizations with a wide range of products, and the scale of produc- 
tion and the efficiency of operation which have characterized our 
industries have been a source of economic strength to our Nation. 

In recent years, however, the encouragement of international trade 
and, in particular, the competition of foreign products produced by 
infinitely cheaper labor than that existing in the United States, has 
had a depressing effect upon the growth of a great many industries 
in our area. 

Since it is unthinkable to consider meeting this foreign competition 
ty depressing wages and lowering working conditions, the practical 
alternative is to establish subsidiary foreign corporations which can 
take advantage of the differing labor and materials markets which 
may exist in foreign countries and there compete with foreign pro- 
ducers on an equal basis with some resulting benefit to American 
stockholders and eventually to the Treasury Department. 

If the subsidiary foreign corporations which are visualized by the 
Boggs bill are encouraged, their growth will premit our American 
ag corporations to save foreign markets which they are now 
+ oa Boag eventually it is hoped to increase their share of such 

arkets. 

As a means of protecting the foreign markets of our important 
U.S. companies, therefore, I favor the Boggs bill which will permit 
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a tax deferral on earnings from such overseas business activities until 
such time as income shall be paid to U.S. sources. 

I believe that the passage of this bill is a necessary weapon in the 
trade arsenal made necessary by today’s international competition, 
and I urge its favorable consideration by this committee. 

The CHarrman. Our next witness is Mr. Herbert E. Harris. 


STATEMENT OF HERBERT E. HARRIS II, ASSISTANT LEGISLATIVE 
DIRECTOR, AMERICAN FARM BUREAU FEDERATION 


Mr. Harris. My name is Herbert Harris. I am assistant legisla- 
tive director of the American Farm Bureau Federation, Washington, 
D.C. With the chairman’s permission, I would like to file our written 
statement for the record and make just a few brief highlights on the 
statement. 

The CHarrmMan. Without objection, your entire statement will ap- 
pear in the record. You are recognized. 

Mr. Harris. Thank you, sir. 

(The statement referred to follows :) 


STATEMENT PRESENTED BY HERBERT E. Harris II, ASSISTANT LEGISLATIVE D1rEcrTor, 
AMERICAN FARM BUREAU FEDERATION 


The American Farm Bureau Federation representing 1,600,000 farm families 
from the 48 States, Puerto Rieo, and Hawaii appreciates the opportunity of 
presenting to this committee its views on H.R. 5, the Foreign Investment 
Incentive Act of 1959. 

Farm Bureau policies have for some time supported the principle that Govern- 
ment should encourage private foreign investment. This policy is based on 
two principles: (1) That expanding private foreign investment will help to 
increase international trade and U.S. exports by making dollar exchange avail- 
able to foreign customer nations and stimulating the dollar earning capacity 
of such nations, and (2) that private investment is the preferred means of 
economic development rather than public funds provided through foreign aid 
programs. 

At the 40th annual meeting held in Boston, Mass., the official voting delegates 
adopted the 1959 national policies. These policies recognize the importance of 
foreign investment toward the attainment of a lasting peace and a high standard 
of living through economic development for peoples of the free world. They 
recognize that expanded foreign investment is essential for a high level, mutually 
beneficial trade. The 1959 Farm Bureau policies state in part: 

“The United States must demonstrate to the world that a dynamic, expanding, 
competitive capitalism is a major factor contributing to the more abundant life 
that people everywhere are seeking. For an economy to be dynamic and ex- 
panding, goods and capital must flow freely. This requires world trade and 
world investment. Government should encourage private investment and stimu- 
late trade as an outlet for the increasing productivity of the world’s farms and 
factories. This approach requires systematic abandonment of policies directed 
toward restriction of the production and distribution of goods and services 
throughout the world.” 

The primary need for encouraging a greater degree of private participation 
in economic activities abroad is dependable assurance from foreign governments 
that private enterprise is welcome and that it will be given fair treatment. We 
believe that it should be a major objective of U.S. foreign policy to encourage 
other countries to establish conditions that will attract private investment in 
industry and commerce. We are fearful that in some cases the availability of 
foreign aid from the U.S. Government—either in the form of gifts or “soft” 
loans—may actually encourage some governments to believe that there is no 
need for them to take the actions that are needed to encourage private in- 
ventment. 

In a number of cases a more liberal policy on the part of the United States 
with respect to imports would help to encourage private investment abroad. The 
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quotas on imports of foreign oil and the import quotas on lead and zinc are 


examples of U.S. Government policies that act as deterrents to private U.S. 
investment abroad. “Buy American” requirements are another example. We 
eannot pursue a policy of encouraging foreign investment and at the same time 
advocate greater restrictions to world trade. 

In our opinion direct Government aid is a poor substitute for (1) the en- 
couragement by foreign countries of private investment, and (2) a more liberal 
trade policy on the part of the United States. 

ELR. 5 is an attempt to encourage and stimulate private foreign investment 
by amending U.S. tax laws which now tend to impede such investment. It 
should be recognized that numerous U.S. policies other than tax policies affect 
private foreign investment. For example, we will discuss later our views in 
regard to Government loans and economic aid. However, we feel that tax laws 
should be changed which impede private foreign investment and thereby act 
as a deterrent to mutually advantageous international trade, as well as the 
internal economic growth of the affected country. 

Section 2 of H.R. 5 creates a special category of U.S. corporations known as 
foreign business corporations. This is a corporation which derives substantially 
all of its income from resources outside the United States and from the active 
conduct of trade or business. The bill permits foreign business corporations to 
defer the payment of U.S. taxes on income earned from sources outside the 
United States until that income is distributed. As long as foreign income is re- 
invested in foreign countries it would not be subject to U.S. taxes. Of course, 
when the income is repatriated U.S. taxes would be imposed, and credit would 
be allowed for taxes paid to foreign countries as is presently the case. 

These are safeguards against such foreign business corporations deriving 
directly or indirectly income from investments in the United States. The 
benefit here to the foreign investor is one of tax deferral, not tax abatement. 

The Farm Bureau has no specific policy with regard to a detailed tax program ; 
however, this proposal is in general conformity with Farm Bureau's objective 
of encouraging investments abroad. We believe it would have the effect of 
encouraging increased foreign investment and discouraging the establishment, 
by U.S. corporations, of foreign subsidiaries which are set up in other countries 
for the sole purpose of obtaining tax advantages. 

We can see no advantage accruing to the United States in maintaining a 
tax policy which encourages the establishment of tax-haven corporations in 
foreign countries. We feel it is important that in adopting such a policy of 
tax deferral we should not discriminate as to corporation or as to country of 
investment. If the tax deferral policy is correct in principle, it is correct as 
to investments in all foreign countries. Proposals which would restrict tax 
deferral benefits to corporations deriving substantially all of their income from 
underdeveloped areas would require the U.S. Government to make an official 
determination as to what country was underdeveloped and what country was 
not. It would ensnare the whole tax deferral policy in government redtape and 
administrative discretion. For all practical purposes it is impossible for the 
United States to make a determination as to which countries are underdeveloped. 
“Underdevelopment” is a matter of degree. All countries are underdeveloped in 
terms of their potential. 

Section 4 of the bill extends to the domestic corporation doing business in any 
foreign country the 14 percentage points benefit on normal tax and surtax rates 
which has been enjoyed by so-called Western Hemisphere trade corporations. 

We recognize that measures providing tax abatement for certain investments 
are dangerous and open the door to many abuses. The tax incentive provided 
in section 4 would benefit unneeded as well as needed investments and “riskless” 
4s well as “risk” capital. 

We also recognize the possibility that such tax abatement could lead to de- 
mands by certain U.S. industries for additional trade restrictions where such 
tax incentive is for an industry which produces for export to the United States. 
It would seem possible under such a measure to give an unfair advantage in the 
American market to certain foreign producers. 

Section 6 provides that when a country extends tax concessions or waivers to 
a corporation in order to attract private investment, these waivers not be 
hegated by the application of existing U.S. tax rates . The Seeretary of State 
would be charged with the responsibility of determining whether or not such 
tax waivers were extended and accepted in good faith and that thereby the cor- 
poration was “induced to begin, increase, or continue” the particular activity 
in that foreign country. This tax credit would be limited to 10 years. 
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This seems to be a very sweeping provision without sufficient safeguards, 
This section also raises the possibility of the U.S. Government giving direct tax 
incentives for U.S. corporation to build factories in other countries with the 
prinicipal purpose in mind of exporting the production to the United States, 

For countries which tax at a very high rate and then proceed to honeycomb 
their tax structure with special tax concessions of various types are not creating 
the type of climate which most private enterprise cares to enter into. It would 
seem that the tax deferral provision contained in section 2 removes to some ex- 
tent the need for this provision. 


Private investment and economic aid 


If the United States is really to implement a policy of supplementing and 
ultimately replacing foreign economic aid by private investment, and certainly 
this is desirable from many aspects, we must recognize that private investment 
can be affected critically by U.S. policy in regard to government loans and 
economic aid. 

Our 1959 policies state: 

“Eeonomic aid should emphasize loans rather than grants. It should be 
made clear that public loans are limited and that such loans are an unstisfactory 
substitute for private investment. The Development Loan Fund, established un- 
der the mutual security program, should be used only after it has been clearly 
demonstrated that financing is not available through private investment, the 
World Bank and International Finance Corporation, or the U.S. Export-Im- 
port Bank. Development loan funds should be made available only where it is 
clearly demonstrated that the recipient country is prepared to follow national 
economic policies which promote private enterprise investment to the maximum 
extent. We believe that there are now established sufficient sources of credit, 
both bilateral and multilateral, to meet the needs of countries desiring loans for 
economic development. Where credit in the nature of economic aid is provided, 
the United States should exercise direct control over disbursements.” 

As indicated above, we are fearful that the extension of excessive soft credit 
on a government-to-government basis will discourage foreign countries from 
taking the type of actions that are necessary to encourage private investment 
unless such transactions are carefully screened and strictly limited as to type. 
This would be very unfortunate. We do not believe that it is possible that the 
full needs of underdeveloped countries for capital and economic development 
can ever be met by direct government-to-government loans or grants. 

In our opinion, therefore, the United States should in part, resolve the problem 
of determining whether private funds are available by moving away from grants 
and “soft” loans except under certain conditions. 

In recognizing the fundamental importance of private investment to economic 
development of underdeveloped countries, Farm Bureau believes that where 
public funds are provided they should be in the nature of supplements rather 
than substitutions. For example, we have visualized the Development Loan 
Fund as a method by which additional bankable loans would be made possible. 

We have recommended that the Development Loan Fund make credit avail- 
able only when such credit can be used as a means of making additional financing 
available through private investment or through established “bankable loan” 
institutions. “Soft loans” are an expedient and must be administered with cau- 
tion and prudence, otherwise, a disservice may be done to the recipient. 

We believe the DLF should give first priority to loans for projects that will 
make possible additional financing through the established banking institutions, 
both public and private. For example, country A needs a fertilizer plant. This 
country might have a deposit of phosphate rock where the plant should be lo- 
cated, but there would need to be built 20 miles of railroad line into such a 
site. We will assume that neither the International Bank, nor private investors 
would want to build the railroad; however, the above institutions might have 
indicated that they would finance the development of the phosphate deposit and 
build the necessary fertilizer plant, if the country in question would provide the 
rail facilities: In such a case the Development Loan Fund should give first pri- 
ority to a loan for the construction of the rail facilities. 

By “first priority” it is intended to mean that even though there are pending 
other loans where the DLF would be required to put up all of the financing, such 
a loan as described above would take priority over all other applications. This 
_is using the Development Loan Fund for true economic development by assist- 
ing in the generation of bankable, repayable loans. ‘This would be a demon- 
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stration of how Government financing through the DLF could bring together 
governments and private investors in a most appropriate way. 

We have grave concern that due caution is not being exercised to avoid 
the making of loans for projects which could have been financed by private 
investment or through other established lending agencies. 

We do not believe that the mutual security bill passed by the House and 
now being considered by the Senate sufficiently takes these facts into consid- 
eration. The encouragement of private investment contained in H.R. 5 can 
have limited effect until we construct into our mutual security program, as we 
have indicated, policies which are designed to encourage private investment 
and private enterprise. 

Mr. Harris. The committee is familiar with the farmers’ real inter- 
est in exports The committee is also familiar with the increasin 
reliance that farmers have had to put on foreign currency sales. I 
the chairman pleases, I appeared yesterday on a bill which advocated 
that we increase our donation programs, our foreign currency sales, 
almost without restriction. We see almost 34 percent of our exports 
this year going under special Government programs, and the remain- 
ing exports, or large parts of them, being sold at subsidized prices. 
We are working hard, and we fee} it is a matter of urgent necessity 
that we do expand our commercial exports. We have an office in 
Rotterdam in the Netherlands now working on this special problem— 
commercial exports for dollars. We feel that private capital is ver 
closely connected with our need for export markets and with the hig 
level of mutual advantageous trade. 

We feel that expanding foreign investment will increase U.S. exports 
by making dollar exchange available to customer nations and stimu- 
lating the dollar earning capacity of these nations. Private invest- 
ment is the preferred means of development rather than public funds 
provided through foreign aid programs. However, we recognize as 
the primary need toward increasing private investment is for many 
foreign countries to realize that they have to give the type of assurance 
to private investment that attracts it into their counry. Without the 
climate which is attractive to private enterprise and private invest- 
ment, there is very little that we can do in our tax laws to increase the 
flow of private investment to these countries. 

We also fear that the increased amount of so-called soft loans— 
foreign aid, if you will—can interfere a great deal with the flow of 
private investment. Our foreign trade policies are also very closely 
connected with this foreign investment field. It is impossible to try 
to encourage private investment in foreign countries and at the same 
time pursue policies which would greatly restrict the flow of world 
trade. You can’t have world investment without world trade. These 
and many other policies of our Government affect private investment. 
LR. 5 would operate in one field of U.S. policy, and we wish to 
discuss it to that extent. We understand that section 2 permits for- 
eign business corporations to defer taxes on investments in other 
countries until such moneys are returned to the United States. This 
18 not a tax-abatement section; it is tax deferral. This section is in 
general conformity with Farm Bureau policies of encouraging pri- 
vate investment abroad. However, we do not agree that it is right 
if we have this tax deferral policy to discriminate from one country 
toanother. It is important to recognize that either this tax deferral 
is correct in principle or not. If it is, we should not discriminate as 
to one country or another. We should not have our Government 


rds, 
tax 
the 
ites, 
omb 
ting 
ould 
ex- 
and 
inly 
lent 
and 

be 
tory 
un- 
arly 
the 
‘Im- 
onal 
num 
for 
ded, 
edit 
rom 
nent 
ype. 
the 
nent 
ylem 
ants 
ymic 
here 
ther 
oan 
ible. 
vail- 
cing 
pan” 
cau- 
will 
ions, 
This 
lo- 
ch a 
stors 
have 
and 
» the 
pri- 
ding ae 
such 
This 
sist- 
non- 


322 FOREIGN INVESTMENT INCENTIVE ACT 


deciding which country is underdeveloped and which country is not 
underdeveloped. Underdevelopment is a matter of degree. Every 
country is underdeveloped as far as its potential is concerned. 

Section 4, which sets up a 14-percent tax abatement for foreign 
investment, opens the doors to many abuses and many dangers, It 
benefits the riskless investment as well as the risk capital investment, 

We also recognize the very great danger in this tax-abatement proc- 
ess, that it may lead the way for certain U.S. industries to demand 

ater protection against imports which may have been stimulated 
through production which in turn was stimulated by a direct tax- 
incentive plan. 

We have some grave reservations as far as section 6 goes. We rec- 
ognize the need for something in this line, but we feel that the section 
as it presently appears is without sufficient safeguards. It would 
seem that if we adopted section 2, the tax alkene pebote, much of 
the need for section 6 would be removed. 

I would like to conclude our statement with remarks in regard to 
our policy on the mutual security program. As we have said, it is 
very difficult to really encourage private investment unless our mutual 
security program is geared in with this idea also. We do not think 
that the bills which have passed the House, and passed the Senate 
yesterday, take this into consideration sufficiently. We have the De- 
velopment Loan Fund now being proposed at an expanded level. 
However, in going over the record of past loans very carefully, it 
seems obvious to us that there are avenues where private investment 
could have participated but did not. We feel it is very important for 
the Development Loan Fund to be administered so as to encourage 
private investment, so as to open up doors for private investment 
rather than to substitute for it. We ave advocated, and we feel it is 
very important that a plan be set up, that where a country or an 
industry can show a substantial amount of private and hard, bankable 
loan investment are going into a project, that they receive priority 
under the Development Loan Fund regardless of how many other 
applications have been filed for total financial assistance on a project. 

Until we can construct into our mutual security program, as we 
have indicated, policies which are designed to encourage private in- 
vestment, we can hope to obtain limited effects with the provisions of 
FLR. 5. 

That concludes our statement. 

The Cuargrman. Mr. Harris, we thank you for bringing to the com- 
mittee the views of the American Farm Bureau Federation on H.R. 5. 

Are there any questions ? 

Mr. Boces. I would like to ask one question. 

The Cuarman. Mr. Boggs. 

Mr. Bocas. If I understand you correctly, you would like to see 
H.R. 5 go further than it does? 

Mr. Harris. I don’t understand the Congressman’s question exactly. 

Mr. Boges. Do you think it goes far enough ? 

Mr. Harris. In what way? 

Mr. Boces. Do you think it goes far enough to encourage investment 
abroad? Would you like to see it bproadlensdett 

Mr. Harris. It is difficult to talk in general terms on this. There 
are many avenues by which you encourage private investment, sir. 
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Certainly one of our main points here is that there is just a certain 
amount the United States can do to encourage private investment in 
some of these countries. If the country does not have the climate to 
attract private U.S. investment, there is very little we can do about it 
through U.S. tax laws. No one is going to invest money In a country 
where they are not sure they are going to be able to keep it for long. 

I hope our statement indicates that we feel the tax deferral process 
isin conformity with our policy. Tax deferral appears to be a sound 
approach to encouraging private foreign investment. We feel that 
the tax abatement process opens the door to many dangers. 

Mr. Boees. That is all. 

The CHamman. Thank you again, Mr. Harris, for coming before. 
the committee. 

Mr. Harris. Thank you, sir. 

The CHamrmMaNn. Our next witness is Mr. George S. Dinwiddie. I 
understand that Mr. Charles Nutter desires to appear since Mr. Din- 
widdie is not here. 

Mr. Nutter, you are with the International House in New Orleans, 
I understand. ‘ 


STATEMENT OF CHARLES NUTTER, MANAGING DIRECTOR, 
INTERNATIONAL HOUSE, NEW ORLEANS, LA. 


Mr. Nurrer. Mr, Chairman, I am the managing director of Interna- 
tional House. Mr. Dinwiddie is ill and cannot be here. 

The CHamrman. We are sorry Mr. Dinwiddie could not be here, and 
we are pleased to have you here to substitute for him. 

Mr. Nutter, will it be possible for you to conclude in 10 minutes? 

Mr. Nurrer. Yes, sir. 

The CHarrMAN. You are recognized. 

Mr. Nutrrer. Mr. Chairman, International House is a private non- 
profit organization maintained by almost 2,500 businessmen, concen- 
trated mainly in the Mississippi Valley. Our aim and purpose is to 
help bring about a higher level of international trade and thereby 
further the development of international peace and understanding. 
We strongly support H.R. 5 as we have supported other farsighted 
Federal legislation calculated to permit the United States to play an 
important role in world trade. 

International House and Time-Life sponsored a highly successful 
Inter-American Investment Conference in 1955. An outgrowth of 
this conference has been the close association between International 
House and investor groups both large and small, and both American 
ind foreign. We have thus held an advantageous position from which 
to observe why oversea investments are made and why potential in- 
vestment transactions often do not materialize. 

Many foreign businessmen detect what they consider to be a large 
ray between our outeries in favor of the economic solidarity of the 
ree world and our day-to-day actions in the economic field. Rarely 
does a day pass when the press services are not carrying overseas the 
summary of yet another public address in which the underdeveloped 
nations of the world are reminded of the desirability and the superior- 
ity of the free enterprise system. American’tourists and businessmen. 
overseas enthusiastically eredit the relatively high investment rate 
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in the United States as playing an important role in the growth of the 
economy. 

No businessman overseas would take issue with these statements— 
as they apply to the United States. But with regard to their own 
respective countries they may have strong doubts that sufficient private 
investments will ever be forthcoming to insure the establishment of q 
durable free enterprise economy. Certainly the flow of American in- 
vestment funds into many countries has been a fraction of what one 
would normally have expected from the largest trading nation in the 
pei and the acknowledged political and economic leader of the free 
world. 

The reasons for the comparative modest flow of American investment 
funds overseas are directly related to the prospects for a reasonable 
prods on oversea operations. To the extent that political instability, 

oreign exchange fluctuations and other uncertainties exert influence 
in a given foreign area, the prospects for profit must be higher to swing 
the balance in favor of making an affirmative investment decision. 

Every potential foreign investment must compete against attractive 
investment opportunities which still exist in abundance in our own 
country. This is particularly true of the small- and medium-sized 
investor, the man who is seriously considering making only one or two 
investments overseas rather than establishing a worldwide marketing 
operation. 

The United States has a basically free enterprise economy which 
means that business decisions are in the hands of individuals and cor- 
porations who are motivated by prospects of making profits. If we 
agree with these facts and if we agree that it is in the best interests of 
the United States and the free world to spur foreign investments, then 
the question which must be posed consists of the following : What can 
and should the U.S. Government do to make foreign investment pros- 
pects for its citizens at least as equally attractive as investments in 
the United States? 

We believe that H.R. 5, the Foreign Investment Incentive Tax Act 
of 1959, represents an important and constructive step in assisting 
American free enterprise to display the leadership incumbent upon 
the Nation which today leads the free world. The enactment of H.R. 
5 will not unleash a flood of investments overseas but it will, in our 
opinion, help bring about a sizable number of investments which have 
been deferred indefinitely due to the profit uncertainties and the ad- 
ministrative difficulties involved. More important, the passage of this 
legislation will create a new climate, in which there will exist a power- 
ful stimulant for investors who have heretofore shied away from the 
foreign field entirely, to reconsider their decisions and to take decisive 
steps to go abroad. 

We strongly recommend the enactment of H.R. 5 in its present 
form. We believe the bill issound in principle, and therefore it should 
be passed without restricting amendments. H.R. 5 would, in our 
opinion, postpone the collection of certain taxes and would, by pro- 
viding the incentive for new investments, create entirely new tax 
revenue. Let us face the facts, What is sorely needed today is not 
yet another noble declaration of free enterprise principles but a posl- 
tive and meaningful mandate for U.S. private enterprise to carry out 
its important role in developing the world economy and in raising 
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yorld living standards. If American free enterprise is not permitted 
io do the job, the task of reinforcing the economies of the free world 
will fall to either the U.S. Government or to the Communist bloc 
operating through native subversive groups. In such a contest, the 
outcome might very well go against us. 

We believe that the passage of anything less than the full H.R. 5 
vill be generally recognized abroad as another gesture of the “doing 
business as usual” school of thinking, the results of which have seri- 
ously jeopardized our position overseas. The gap between living 
s¢andards in the United States and in underdeveloped areas of the 
yorld is too great for the United States at this critical juncture of 
history to resort to half measures. ‘The Communist political and eco- 
nomic offensive in foreign areas which is rapidly gathering momentum 
carries With it one trump card. It is based upon the complete mar- 
shaling of Communist resources. The United States, in contrast, is 
operating with its right arm—U.S. free enterprise—pinioned. 

We respectfully submit that in recommending the passage of H.R. 
5, this committee will be taking a decisive step in marshaling the sup- 
port of one of this country’s most important assets, free enterprise, 1n 
bolstering the free world. 

The Cuarrman. We appreciate very much bringing to us the views 
of International House of New Orleans on this subject. I am sorry 
Mr. Dinwiddie cannot be with us. Will you express to him our 
regrets. 

Mr. Nurrer. Yes, thank you. 

The Cuarrman. Our next witness is Mr. Donald Gleason. Will 
you identify yourself for the record, please ? 


STATEMENT OF DONALD H. GLEASON, VICE CHAIRMAN, TAXATION 
COMMITTEE, NATIONAL ASSOCIATION OF MANUFACTURERS 


Mr. Gurason. My name is Donald H. Gleason. I am assistant 
treasurer of the Corn Products Co., New York, N.Y. I appear here 
on behalf of the National Association of Manufacturers, in my capac- 
ity as vice chairman of the association’s taxation committee and chair- 
man of its subcommittee on taxation of foreign source income. 

The association has over 20,000 members, of whom over 80 percent 
have less than 500 employees and 26 percent less than 50 employees. 
Our members employ about 75 percent of all workers in industry and 
produce about the same proportion of manufactured goods. 

It is most timely that the issues involved in H.R, 5 are being 

brought to a head. For a number of years after World War II, our 
economy was so strong in relation to the economies of other nations, 
individually and collectively, that there was little question of our pre- 
eminence in any market in which we participated. A gradual change 
has been underway for several years past, and I hardly need point out 
to you the situation which is now emerging. 
_ Competition between nations to reach, hold, or expand markets is 
intense, and will become more so. The challenge we have to meet is 
hot just that of the developing Russian bid for world economic lead- 
ership, as serious as that will become in the years ahead. The most 
Immediate and pressing challenge is found in the revived, dynamic 
economies of the free world, in Europe, and elsewhere. 
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Under these conditions, it is clearly a matter of national self. 
interest to remove barriers to the most efficient conduct of American 
business operations abroad. H.R. 5 is well designed to this end. It 
would essentially serve the purpose of improving the mobility of 
American capital and flexibility of American business operations, 
The National Association of Manufacturers therefore wholeheartedly 
endorses and supports this bill. 

The key provision of H.R. 5 is section 2, which would permit Ameri- 
can oempane to form U.S. foreign business corporations into which 
they could consolidate all their foreign operations. 

Many advantages would flow from this not only to the enterprises 
immediately concerned, but to the economy as a whole, for our com- 
petitive position as regards other nations would be materially 
strengthened. 

The following points in this connection deserve emphasis: 

(a) The establishment of a U.S. counterpart to the foreign base 
company form would place long established operations on a par with 
new concerns. (New business may now be set up in foreign base com- 
panies, whereas old ones cannot because of the tax costs of reorganiz- 
ing. It is patently unfair to permit a tax discrimination to continue 
between new and long established operations, a discrimination which 
has come about purely as an accident of history.) 

() Significant amounts of capital now locked in by tax barriers 
in long established foreign subsidiaries would be released for invest- 
ment into other countries. 

(c) The mobility would be afforded without the complications and 
instability of many foreign economic factors and laws inherent in the 
foreign base company form. (It is far easier to manage and control a 
U.S. corporation from the United States than one with a foreign 
charter. Further, the positions would be more secure. In this con- 
nection it is noted that a bill now before the Canadian Senate would 
eliminate the tax exemption presently enjoyed by Canadian foreign 
business corporations. ) 

(d) Appropriate reporting requirements would afford many ad- 
ministrative advantages to the Revenue Service. 

We believe the revenue effect of tax deferral would not be substan- 
tial for two reasons. First the deferral of tax is now available to new 
concerns in the foreign field, for they can use foreign base companies. 
Second, most domestic companies with long established foreign opera- 
tions must repatriate a substantial part of their foreign earnings to 
meet domestic dividend and debt service requirements. 

The technical aspects of the separate sections of the bill have been 
and will be ably discussed by the many other witnesses appearmg 
here. A number of these matters were covered in the statement which 
1 submit on behalf of the National Association of Manufacturers 
in the hearings conducted before your Subcommittee on Foreign Trade 
Policy last December. 

Therefore, I will not re-cover all this ground, but I would like to 
call the special attention of the committee to a provision of the bill 
which would correct a situation which is not too generally understood. 

L refer te section 7, which would permit adequate insurance cover 
for the properties of foreign subsidiaries. 
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The laws in many foreign countries make it illegal for local en- 
tities to place insurance abroad. ‘Too often, the insurance laws and 
practices of such countries are relatively restrictive and unsophisti- 
cated. The quality of available cover is poor. Frequently premium 
rates are up to double those of high quality cover available in the 
[nited States. 

Moreover, the tax laws of some of these countries do not provide for 
the replacement of destroyed assets using insurance proceeds without 
adverse tax consequences. The result in that a substantial proportion 
of the property risks of U.S. foreign subsidiaries are now inadequately 
protected. 
| Appropriate insurance cover in respect to foreign branch assets can 
be placed in the United States without adverse tax consequences and 
the practice cannot be blocked by restrictive foreign laws because of 
lack of jurisdiction. 

This method, however, is effectively barred for foreign subsidiary 
assets, for where a domestic parent buys insurance, and receives pro- 
ceeds in their respect, the proceeds are subject to full U.S. corporate 
tax. 

Section 7 would correct this situation by deferring the U.S. tax on 
such proceeds where they are transferred to the capital of the foreign 
subsidiary and used by it to restore the destroyed assets. 

Mr. Chairman, I have here a more complete discussion of the prob- 
lem of “insurance cover on the properties of foreign subsidiaries” 
which I would like to offer for the record. 

We greatly appreciate the opportunity of presenting our views in 
support of H.R. 5, and hope that this committee will favorably report 
this legislation as a major instrument for strengthening the position 
of the American economy in the intensely competitive era which we 
are now entering. 


INSURANCE COVER ON THE PROPERTIES OF FOREIGN SUBSIDIARIES 


I. The problem and its proposed solution : Insurance laws and prac- 
tices in many foreign countries and certain foreign tax and exchange 
laws make it very costly and, in some cases, impossible to cover ade- 
quately insurance risks on the assets of foreign subsidiaries. - Correc- 
tive amendments to section 1033 (sec. 1033. Involuntary Conversions), 
woperly restricted, can solve the problem with little or no cost to the 

venue, and at the same time afford collateral benefits, for then 
domestic parents can place the insurance effectively in the United 
States. 

II. Foreign aspects of the problem: (@) Insurance considerations: 
ln most foreign countries, the business of insurance and its related 
laws have not reached the high stage of development that has been 
oe, in the United States, and to a slightly lesser degree in Eng- 
and. 

1. In some foreign countries insurance is a creature of government 
and suffers from unfortunate political pressures. In most foreign 
countries reserve and investment requirements are relatively unsophis- 
tieated and the quality of the avilable cover is poor. Premium rates 
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2. In many foreign countries restrictive insurance laws and prac- 
tices or foreign exchange controls make it illegal for residents, either 
corporate or natural, to buy insurance abroad or to remit premium 
payments abroad. Penalties for violations in some cases run as high 
as 50 times the premium. 

(6) Foreign tax considerations: The tax laws of some foreign 
countries do not contain relief provisions similar to our involuntary 
conversion provisions (ibid, note 1). Under some of these laws, 
insurance proceeds may be includible in income for local tax purposes, 
Offsetting deductions may be limited to the tax basis of the assets 
destroyed. Often such basis is extremely low because of prior depre- 
ciation deductions. The problem is even more acute in countries 
which have suffered from currency inflation, for in these cases the basis 
of many assets of American subsidiaries for foreign tax purposes is 
virtually zero. Nor can the foreign tax on the proceeds be insured 
against, as this would violate insurance principles and normal practice 
and, tag if it were possible to insure against the tax, the cost would be 
very high. 

TIL. Domestic considerations: The points raised in IT above sug 
the placement of insurance cover for foreign risks in the United States. 

(a) Insurance considerations: The quality of the cover written by 
the leading American stock company group, the Factory Insurance 
Association, and also by the Factory Mutuals, is the best that can be 
found in the world. These companies, operating under enlightened 
insurance laws, are very strong. Because of risk pooling arrange- 
ments and other sound insurance practices, the available cover is also 
the largest in the world. 

Premium rates generally are very much lower than are found else- 
where. In addition placement of foreign insurance along with domes- 
tic risks in so-called blanket covers affords further safety and economy. 

(6) Tax considerations under the present statute: The U.S. tax 
considerations involved in the placement of insurance by a domestic 
— on the assets of its foreign subsidiary and the payment and the 

eduction for tax purposes by the parent of related premiums concern 
a number of different tax concepts and several sections of the Revenue 
Code. These are analyzed briefly as follows: 

1. Deductibility of the premium: Anyone engaged in conducting a 
trade or business normally insures that some against various types 
of risks. Premiums in respect of such cover are deductible as ordinary 
and necessary business expenses (Sec. 162. Trade or Business Ex- 
penses). The insurance cover written may be in respect of income 
producing assets, capital assets, or risks incurred in the business oper- 
ations as such—it makes no difference. 

Although the Revenue Code (sec. 482) and case law (Meadville 
Corp., 3 TCM 466; Interstate Transit Lines v. Com., 319 U.S. 590; 
Missouri Kansas Pipeline Co., 148 F (2d) 460) direct that one aflili- 
ated company cannot absorb and deduct expenses of another, insurance 
premiums of the type discussed herein do not fall within this inter- 
dicted class. The domestic parent has an “insurable interest” in the 
assets of its foreign subsidiary. ! 

Its equity interest in that subsidiary is an income-producing asset. 
To protect this income, it may purchase use and occupancy insurance 
on continuing costs and earnings of its subsidiary or direct fire and 
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extended risk cover on the subsidiary’s assets. Congress could not 
have intended that an American business corporation should not ob- 
tain a tax deduction for the cost of risk cover by the only reasonable 
means available to it, where there is no tax avoidance motive involved. 
Informal discussions with Revenue Service personnel have indicated 
that the premium deduction should not be challenged—it is not sug- 

ed that where a domestic parent and a domestic subsidiary are 
involved that insurance premiums might not under some circumstances 
be reallocated under section 482 where such reallocation would more 
properly reflect the income of each. 

9, Foreign tax credit calculation: Since the premium costs in ques- 
tion would be an expense in connection with the preservation of assets 

roducing foreign source income, they would properly be treated as 
Suieetions in computing net income from foreign sources in the for- 
eign tax credit limitation calculation (sec. 904 a) ). 

3. Taxability of the proceeds: All gains and losses in respect of the 
disposition of depreciable business assets and land not falling within 
the purview of the nonrecognition provisions (IRC, particularly secs. 
351, 361, and 1033) are inventoried (sec. 1231) for each taxable year. 
Where the net result is a gain, the gain is taxed as a long-term capital 

in. Where the net result is a loss, the loss is fully deductible. 

The Revenue Service has ruled (Rev. Rul. 56-636, attached) that— 

the investment in the subsidiary as a whole * * * does not carry through to 
ownership of specific properties owned by the subsidiary * * * 
Thus, where a parent corporation receives insurance proceeds in 
respect of the assets of its subsidiary, even though the destroyed 
assets are replaced, the nonrecognition provisions of section 1033 do not 
= hee play, and receipt of the proceeds by the parent is subject 
to U.S. tax. 

Moreover, while the receipt of insurance proceeds in respect of de- 
stroyed assets in the usual case is treated as a sale or exchange (ibid., 
note 9), the value of equity interests is involved here (ibid., note 10), 
and as there is not sale or exchange, the proceeds are subject to full 
tax rates (sec. 11). 

IV. Proposed statutory amendment: Section 7 of H.R. 5 would 
amend section 1033 and effectively solve the problem presented. In 
mega this section provides that where a domestic parent corpora- 

on— 

(1) has an insurable interest in the assets of a foreign sub- 
sidiary or subsidiaries ; and 

(2) covers any insurable property risk in respect of such assets 
by the purchase of insurance, 

the gain in respect of any insurance proceeds that the domestic cor- 
poration might receive, which— 

(1) are turned over to the foreign subsidiary in exchange for 
newly issued stock or as a contribution to its capital (if the sub- 
sidiary received the proceeds in any other form, such as under a 
contract with its parent to insure, the proceeds would in virtually 
all cases be subject to local foreign income taxation, which would 
to a great extent defeat the purpose of the proposed amendments. 
In some cases other forms might subject the foreign subsidiary 
to Msi under the protective foreign exchange and insurance laws) 
an 
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(2) are then used by the foreign subsidiary to replace or restore 
the assets in question, 

be deferrable under the principles of and in accordance with the pro- 

visions of section 1033. 

To prevent tax evasion the section also provides for appropriate 
adjustments to the parent’s tax basis in its stock in the subsidiary and 
to the foreign subsidiaries’ earnings and profits. 

V. Discussion: The deferral tat on gains in respect of involun- 
tary conversion first appeared in the Revenue Act of 1921 (sees, 214 
(a) (12) and 234 (2) (14) ), where, although includible in income, pro- 
ceeds of involunatry conversions were allowed as deductions to the ex- 
tent that they were expended on replacement property. Even before 
under a ruling by the Internal Revenue Commissioner, such gains 
to individual taxpayers were similarly deferred. Thus, the inequity 
of imposing a tax on income which technically arises as the result 
of a catastrophe or from forces beyond the taxpayer’s control has 
long been recognized in our tax laws. 

e proposed amendments are consistent with this theory and would 
do no more than they are intended to do. 

A domestic corporation or its domestic subsidiary can insure its 
own operating assets, and it is not taxed upon receipt of insurance pro- 
ceeds after a casualty if, by the expenditure of the proceeds, the 
physical situation has been restored to the status quo ante. 

Bladilerty, a domestic corporation with a foreign branch in a coun- 
try with restrictive insurance laws and practices can purchase insur- 
ance cover in the United States on its foreign assets, and it will not be 
taxed on the receipt of insurance proceeds if, by their expenditure, 
the physical situation has been restored to the status quo ante. (For- 
eign governments have no jurisdiction over the actions of domestic 
corporations in the United States and cannot prevent or justifiably 
penalize a U.S. corporation for buying insurance in respect of an asset, 
no matter where located, in the United States. While the foreign 
insurance laws may require local cover on branch assets, this can be 
handled by minimum cover at moderate expense. ) 

The amendments herein suggested to section 1033 would merely put 
American businesses which operate through subsidiaries on a par with 
the others. 

VI. Revenue aspects: Some mention should be made about the 
probable effects on the revenue of the proposal. Without question, 
more insurance would be written in the United States on the assets of 
foreign subsidiaries than now is the case. The American stock com- 
panies who are the primary source of this type of cover have profits 
and pay U.S. taxes. It would appear that their taxes in the long 
run would offset the loss of taxes from additional premium deductions 
of American parents. Moreover, where casualties occur in respect of 
now unprotected risks, properties will be restored and the foreign 1n- 
come that these properties now earn will continue to flow to the United 
States and to be taxed there. 

Revenue Rule 56-636 : A parent corporation purchased fire and other 
casualty insurance coverage from an insurer, indemnifying the corpo- 
ration to the extent that value of its result of destruction or damage 
to property owned by such subsidiary. Property owned by the sub- 
sidiary was destroyed and the parent filed a claim against the insurer 
for its loss of stock value. The parent corporation received a re- 
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covery With respect to such insurance and reinvested it as a contribu- 
tion to capital of the subsidiary corporation which sustained the loss. 

In turn, the subsidiary corporation used the amount thus con- 
tributed to acquire property similar or related in service or use to the 
property destroyed. Held, the property converted is not property of 
the parent corporation,within the purview of section 1033 of the In- 
ternal Revenue Code of 1954. 

In the case.ef ownership by a parent corporation of the capital 
stock of a Subsidiary corporation, the property owned is the invest- 
ment in the subsidiary as a whole and does not carry through to 
ownership of specific properties owned by the subsidiary corporation. 
Hence, the nonrecognition of gain provisions of the code do not apply 
to amounts realized by a parent corporation from the involuntary 
conversion of the property of its subsidiary corporation. 

The CuamrmMan. Mr. Gleason, we appreciate your bringing to the 
committee the views of the National Association of Manufacturers. 

Are there any questions? Mr. Simpson will inquire. 

Mr. Srreson. Mr. Gleason, is it your belief that an American cor- 
poration which would move into Canada and do business by ship- 
ping the product back into the United States should have this tax 
preferential treatment ? 

Mr. Gueason. With specific reference to the situation which you 
mention, sir, it would make little or no difference because insofar as 
earnings developed by a corporation in Canada are concerned, the 
income tax rate in Canada is virtually the same as the U.S. rate, and 
there is not any tax that is really deferred. 

Mr. Suapson. Presumably they might-entice another country to in- 
vite American business into that country by making it attractive tax- 
wise just as we make it attractive. 

Mr. Gieason. Yes, sir. 

Mr. Srupson. Consider, if you will, another country where it would 
be advantageous taxwise for an American company to move in and 
sell its product back to the United States, do you approve under 
those circumstances of this bill applying in such a case? 

Mr. Gieason. I can only answer that this way, sir. If the economic 
dimate for manufacturing is developed in a foreign country, if U.S. 
ape not go in, somebody else will. I would just as soon have 
a U.S. interest running such an operation. It can’t efficiently compete 
with foreign capital unless they have the same ground rules. 

Mr. Stupson. Is that the real issue in this legislation? That if the 
other country creates barriers against our sales being made in those 
countries, we then have to comply with their limitations, and the 
Congress here should be bludgeoned into matching the terms under 
which they will let us go into their country ? 

Mr. Gurason. Perhaps I don’t entirely understand your point. 

My. Srreson. My point is this: If a foreign country imposes bar- 
ters against our shipping goods into that country, should we adopt 
the policy contemplated in TLR. 5 in lieu of insisting that the other 
country abide by its commitments under the reciprocal trade agree- 
ments program ? 

_Mr. Gieason. We endorse this principle, sir, and we really think that 
if the economic climate is such at that point we would just as soon see 
American capital do it rather than Russian or Western German capital. 
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Mr. Srupson. The National Association of Manufacturers gen. 
erally would prefer to manufacture at home, I believe. 

Mr. Gueason. That is correct. 

Mr. Srvpson. If the climate is such abroad that we can’t get the 
market other than by making tax concessions here, you would favor 
that approach. 

Mr. Gueason. I would sir. 

Mr. Srupson. Thank you. 

The Cuarrman. Mr. Boggs. 

Mr. Boces. Mr. Gleason, in connection with the line of examination 
pursued by Mr. Simpson a moment ago, I am sure you are aware of 
the fact that nations where we have the heaviest investments are also 
our best customers. Canada, for instance. 

Mr. Gieason. Absolutely, sir. 

Mr. Boses. There is more American capital invested in Canada 
than any nation outside of the United States, and Canada does more 
business with the United States than any other country. 

Mr. Guxason. Yes, sir. 

Mr. Boces. This follows progressively. The United Kingdom is 
‘second. Then we switch down to Mexico. These countries are where 
we invested more capital. So the argument advanced that the in- 
vestment of American capital abroad deprives us of these markets does 
not follow. At least it has not followed heretofore ? 

Mr. Greason. I might say it does not necessarily follow. 

Mr. Boees. The National Association of Manufacturers is certainly 
interested in American manufacturing enterprises, is it not? 

Mr. Gurason. It certainly is, sir. Might I just comment that if 
we collectively thought that the effect of this bill was, well, export 
jobs, you certainly would not see me here testifying. 

Mr. Boecs. I would not think so. I don’t know whether you heard 
Mr. Strackbein’s testimony yesterday, but does he speak for the manu- 
facturing interests of the United States? 

Mr. Girason. I am sorry, sir. I am unfamiliar with his testimony. 
I was not able to be here, and I have not seen it. 

Mr. Boees. You have answered my questions. I have one other 
question about section 7 of the bill dealing with insurance matters. 
I know you are familiar with that. 

Mr. Yes. 

Mr. Boees. I wonder if you would mind telling the committee what 
the problem is in that area ? ‘ 
r. Gueason. The problem essentially is this: The quality of in- 
surance available in many foreign countries is a matter of degree, 
depending upon countries. It is much poorer than it is here. 
foreign subsidiary, because of restrictive local insurance laws—a 
foreign subsidiary of a U.S. parent—is not permitted by local law 
to insure its assets outside that country. As a practical matter— 
and I myself with my own company have certain insurance respon- 
sibilities—you find that you just can’t get the cover. In places where 
you can, it is twice as expensive. Settlement practices are unsatis- 
factory. It seems to me that if the proposal in section 7 were passed, 
domestic insurance carriers of this kind of property would get a 
considerable amount of business more than they get now, and they 
pay taxes, too. So there is not any overall tax loss on this. Where the 
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sored, it does not seem to me that the proceeds should be taxed, 
as they would be under present circumstances. This problem is dealt 
with “hae specifically in this memorandum that I submitted for the 
recor | 


foreign subsidiary’s asset is replaced, and the status quo ante is re- 


Mr. Bocas. Thank you very much. 

The CuamrMAN. Are there any further questions? Mr. Curtis will 
inquire. 

Mr. Curtis. Along the lines of the interrogation of Mr. Simpson, 
in previous bills we have had, there has been an attempt through a 
clause to try to guard against any capital going out of the United 
States simply to avoid domestic legislation, to manufacture to ship 
back into the U.S. domestic market. There is no such limitation in 
the present H.R. 5. I wonder if your association has considered 
the possibility of an amendment along these lines. I think the pre- 
vious amendments have been that if over a certain reo of 
the manufacture were shipped back into the U.S. market, that then 
this tax credit would not be available. Would you have any objec- 
tion to such limitation ? 

Mr. Greason. Not really, sir. It would seem to me that if we were 
to concern ourselves with such a requirement there possibly should be 
limitations in respect of competing imports, regardless of who made 
the goods. Isn’t it really the same problem ? 

Mr. Curtis. In a sense it is the same problem. 

Mr. Gueason. I understand it is a problem. It is a big one. 

Mr. Curtis. This would at least preserve this situation. Take the 
situation of a domestic manufacturer who because of this particular 
legislation, plus the combination of all these other economic factors, 
would then make him decide to move his manufacturing operation 
abroad to ship into this country. But for this additional incen- 
tive he would not do that. He would prefer to strengthen his own 
domestic position. All I am saying is that if you place a limit in this 
bill to protect against encouraging that kind of movement because of 
the ildell tax incentive, to that extent it would not be the same. 

Mr. Gueason. All I can say again, and it is perhaps directed to the 
same line that I tried to answer Mr. Simpson’s questions, it seems to 
me if the economics of the situation make importing attractive in a 
certain area, who does the foreign manufacturing in this context is 
wimportant. I think that we should encourage $ Hendene capital to 
dothat to keep the other fellow from doing it. 

Mr. Curtis. I think there is a very important marginal area. I 
think in the extremes we would agree. I think in the extremes what 
is happening is that without any tax incentive American capital is 
going abroad to manufacture and ship into the domestic market. But 
the marginal area is this. Let us say you have a competing company 
Ain Germany, just to identify it, and U.S. company B is able to 
compete. It is rough and there are many reasons that would incline 
itto make it want to move its base abroad. But it is able to compete. 
If you gave this incentive of tax benefit, it would be economically 
foolish for it not to go abroad, just because of the tax incentive. It is 
able to compete, though, because it is competing. All I am saying is 
this. To guard against a shift to a foreign base just because of this 
‘aX Incentive would seem to me to be wise. 
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Mr. Guixrason. Speaking for the association, I will say that that 
specific poimt was not discussed in connection with this bill, at any 
great length. I can only guess that the position would be that there 
would not be any strenuous objection to the proposal you make. 

Mr. Curtis. I might say this. In the World Bank Development 
Loan Fund, that is a criterion in applying those loans, that is, to see 
What impact it would have on our economy. 

Mr. Guieason. I don’t think there would be any strenuous objection 
to what you propose. 

Mr. Curtis. I would hope it would be the other way around, rather 
than strenuous objection. I would hope that the NAM would examine 
this and come forward and strongly recommend that we do something 
to guard against that possibility. 

The Cuarrman. Are there any further questions? Mr. Alger. 

Mr. Auoer. Mr. Gleason, does it strike you in any way that there is 
any inequity in granting the tax decrease? I am not talking about the 
deferral now so much as the 14 point decrease. Does it strike you there 
is any inequity in granting such a tax decrease to those who invest in 
foreign countries as compared to our domestic industry ? 

Mr. Guzason. That, sir, is a terribly difficult question to answer. It 
is almost an enigma. There are many people who for a long time, as 
you doubtless know, have taken the position that in order to preserve 
complete competition that taxes should be paid only where the base 
activity is conducted. The answer to that one would be no tax on 
foreign source income. I am not suggesting that should be so. Where 
the line should be drawn, I am not quite sure. 

Mr. Acer. Yousee our problem. 

Mr. Gixason. Absolutely, sir. I recognize the difficulties there are 
in connection with this 14 percentage point provision. 

Mr. Auerr. You are just as concerned, I take it, as we are, that we 
not cheapen our currency by not providing enough income for Govern- 
ment. 

Mr. Gueason. Absolutely, sir. . 

Mr. Auerr. I notice the remark on the first page of your statement 
about the national change that has happened. All of us are sensitive 
to the element of change in the world market, particularly because of 
Russia, our labor rates, and our tax burden. It is this matter of in 
equity that gives us trouble. Many industries are burdened now by 
double taxation. 

Mr. Guipason. That inequity has to be weighed against our keeping 
American capital in those markets just as a matter of strictly compet- 
tion. 

Mr. Arerr. Thank you, Mr. Chairman. 

The Cuarrman. Are there any further questions of Mr. Gleason! 
If not, we thank you, Mr. Gleason. 

Mr. Greason. Thank you, sir. 

The Cuarrman. Our next witness is Mr. Charles H. Kellstadt. I 
understand Mr. Kellstadt has been detained. 

Our next witness is Mr. Russell Baker. Will you please identify 
yourself for the record by giving us your name, address, and the capac- 
ity in which you appear / 
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STATEMENT OF RUSSELL BAKER, COMMITTEE ON TAXATION, 
CHAMBER OF COMMERCE OF THE UNITED STATES 


Mr. Russet Baxer. Yes, I will be very glad to. I am Russell 
Baker, of Chicago. I appear before you on behalf of the Chamber 
of Commerce of the United States, as a member of its committee on 
taxation, and the chairman of its subcommittee charged with the study 
of the taxation of foreign source income. 

The CuarrMAN. You are recognized for 15 minutes. I observe that 
you have an appendix to your statement. Do you desire that to go 
into the record? Without objection, the entire statement will be 
filed. 

(The statement referred to follows :) 


TESTIMONY OF RUSSELL BAKER 


For the Chamber of Commerce of the United States before the House Ways and 
Means Committee on H.R. 5, July 9, 1959 


Iam Russell Baker, of Chicago, Ill. I appear for the Chamber of Commerce 
of the United States. I am a member of the law firm of Baker, McKenzie & 
Hightower and have been engaged in the practice of international law for the 


past 34 hours. 
Since the introduction of H.R. 5 on January 7, 1959, I have been around 
the world to work with U.S. investors in eight countries in the Far East, Middle 


East, and Europe. We are being challenged economically at every turn by our 
enemies and in many areas they are gaining ground, especially in the less- 
developed parts of the world. 

My purpose today is not to repeat the recommendations the chamber placed 
before the Subcommittee on Foreign Trade Policy in December 1958, but to tell 
you briefly how strongly we support H.R. 5 and the methods by which it will 
muster our private economic resources to meet the challenges of our enemies. 
Tax incentives to boost U.S. investment overseas would help combat the Soviet 
economic offensive and lighten the tax burdens of foreign aid programs. 


Section 2—foreign business corporations 


In December we mentioned the need of U.S. business for postponement of U.S. 
tax on foreign source income in order to remain competitive in worldwide mar- 
kets with foreign competitors whose governments tax them when they actually 
return the profits to the home countries. We emphasized the need for an amend- 
ment to our Internal Revenue Code to provide for postponement of the U.S. 
tax on the foreign source profits of U.S. corporations. Such an amendment has 
how been proposed in section 2 of H.R. 5 which would permit, for the first 
time, the use of a special U.S. foreign business corporation. 

Section 2 is a refinement of the so-called Harvard plan proposed by Ira T. 
Wender and E. R. Barlow in their 1955 book on “Foreign Investment and Tax- 
ation.” The new plan estimates some of the more cumbersome aspects of the 
earlier proposal, including the need for an annual computation of the foreign 
business corporation’s annual U.S. tax even though it was to be deferred. 
Through a new and practical device of placing the U.S. tax on any distribution 
of reinvested foreign business income, section 2 makes it easier to determine 
exactly how much U.S. tax is payable and when it is due. 

The proposed provision will permit a U.S. foreign business corporation to 
have its center of management and control here in the United States. The tax- 
deferral incentive should be a great encouragement for U.S. corporations now 
on the verge of foreign operations. It will be an invitation to U.S. corporations 
with foreign subsidiaries to reorganize their structures and bring their sub- 
sidiaries under the U.S. flag and jurisdiction. ; 

The Treasury Department’s proposed changes in section 2 would be so severely 
crippling to the concept of tax deferral as to make the provision worthless. 
U.S. businesses would have to divide the map of the world into shaded areas of 
less-developed countries and danger rreas of developed countries to be certain 
& new foreign business corporation dves not step across the line somewhere in 
ithe world and thereby lose the right of deferral. This proposed solution would 
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not eliminate in any way the need by many U.S. corporations to continue to do 
business in developed and underdeveloped areas of the world through foreign 
base companies. 


Section 83—amendments to sections 367 and 1492 


In December, the chamber recommended passage of a bill introduced in 1958 
by Representative Boggs (H.R. 12368, 85th Cong.) to correct the distortions anq 
deficiencies in the administration of section 367 of the 1954 code and to make 
it possible for U.S. taxpayers to reorganize their foreign businesses according to 
the tax postponement provisions of subchapter C of the code. The Interna] 
Revenue Service, of course, must be satisfied that such reorganizations involving 
exchanges of assets or stock are not in pursuance of a plan having as one of 
its principal purposes the avoidance of Federal income taxes. 

Section 3 of H.R. 5 is a modification of H.R. 12368 designed to facilitate private 

foreign investment by permitting certain transfers of “foreign business prop- 
erty” without the necessity of obtaining a prior Service ruling. “Foreign busi- 
ness property” is strictly defined to include only property actually used or to 
be used in a foreign trade or business, or stock of another corporation actively 
engaged in a foreign trade or business. 
The Treasury report has clouded the issue by recommending that section 
3 be limited to transfers of business property from a foreign corporation to a new 
U.S. foreign business corporation. The Treasury argues that any further liberal- 
ization in this area would encourage the use of foreign corporations as avenues 
of tax avoidance. It is this kind of terminology and thinking that has led to 
the unrealistic attitude on section 367 rulings and the need for a change. As long 
as the Treasury asserts, as it has, that any tax deferral is tax avoidance, U.S. 
taxpayers will continue to be thwarted in their projects of investing assets and 
securities in international business ventures. Section 3 of H.R. 5 would put 
an end to this kind of administrative roadblock. 


Section 4—Reduction in tax rate 

The chamber believes that foreign source income should be taxed once and 
only by the country in which such income is earned. However, we realize that it 
is difficult to reach this ideal treatment in one step. 

Accordingly, we approve as the first two steps the postponement of tax on 
foreign-source income through this device of a U.S. foreign business corporation, 
and a 14-point rate differential to be provided for foreign source income, as pro- 
posed in this section. 

Section 4 of H.R. 5 accomplishes the latter step by extending the Western 
Hemisphere trade corporation deduction to the remaining nations of the free 
world. 


Additions to H.R. 5 


As mentioned in my December testimony, the foreign tax credit provisions of 
sections 901 to 905 are still not being administered to eliminate double taxation 
as Congress intended. This is especially true of section 908, granting a credit 
for taxes paid “in lieu of” a tax on income, war profits, or excess profits other- 
wise generally imposed by a foreign country. 

U.S. taxpayers often pay foreign taxes which are not specifically designated 
“income taxes,” although they are so intended by the foreign government. Con- 
gress intended, as the late Senator George explained both in 1952 and 1954, to 
give taxpayers credit for these foreign taxes measured by gross income, gross 
sales, or other methods if they were “in lieu of” an income or excess profits tax. 
Senator George wrote two very strong letters to the secretary of the Treasury 
spelling out this congressional intent, but both were administratively ignored. 
It is now up to Congress to give the relief intended by section 903 when it was 
enacted. This can be achieved by a simple amendment to section 903, making it 
clear that double taxation in this area must be avoided by a fair and reasonable 
determination of which types of foreign taxes are paid “in lieu of’ income, 
war profits, or excess profits taxes. 

ee I ask permission to include a supplementary statement for the 
record. 
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SUPPLEMENTARY STATEMENT OF RUSSELL BAKER FOR THE CHAMBER OF COMMERCE 
or THE UNITED States BEFORE THE HousE WAYS AND MEANS COMMITTEE ON 
HR. 5, JuLY 9, 1959 


HR. 5 is vital legislation because private enterprise must form the corner- 
stone for economic advancement in the less developed areas of the world. The 
best hope of industrial development in such countries lies in a flow of U.S. 
private capital for investment in new enterprises rather than in Government 
loans and grants. 

The most effective assistance in industrial development abroad can be pro- 
yided by skilled technicians of U.S. companies which invest their funds and 
capacities to achieve production goals, But industrialization cannot be ad- 
vanced to any great extent unless materials, fuel, skilled and common labor, 
and adequate food and other supplies are available. 

The creation of a favorable climate for investment in foreign countries is of 
najor importance to the encouragement of the flow of private capital. Adverse 
factors include the growth of ideologies favoring state ownership and control 
of industry, political instability and extreme nationalism, and economic diffi- 
culties involving exchange controls. Outside capital frequently is discouraged 
by laws which do not permit foreign investors to bring in technicians. 

The many serious deterrents to an increase in the amount of private American 
capital invested abroad include: (1) The possibility of war, (2) unfavorable 
economic and social conditions, (3) occasional losses through expropriation and 
confiscation, (4) local restrictions on forms and methods of business operation, 
(5) trade restrictions, and (6) tax barriers. 

Of all the tax barriers, the tax on income is the most significant. We believe 
that the present scheme for the taxation of income earned by domestic corpora- 
tions abroad is defective in several particulars and that these defects have a 
direct and immediate negative effect upon the flow of private investment capital 
to the lesser developed countries of the free world. Stated another way, we 
believe that our tax law should be so written as to provide an incentive to U.S. 
corporations to go abroad with their skills and know-how and to invest their 
capital abroad and thus accomplish at the private level that which otherwise 
will have to be done by our Government. 

The most serious defect in our present tax regime is the fact that it is extra- 
territorial. Domestic corporations are taxed on all their income, domestic as 
well as foreign, regardless of whether the income is reinvested in the foreign 
country or is brought home currently. 


Estraterritoriality, an accident of tax history 


The fact that our tax law is extraterritorial rather than territorial is not 
the result of a deliberate choice made after study, thought, and debate. Rather, 
it is the result of historical accident. This thesis is established by examining 
the legislative history of the income tax of 1864 as well as that of the 1913 
forerunner of the present Internal Revenue Code. 

In 1864, domestie corporations had little if any foreign-source income. That 
state of fact prevailed in 1913 when the basic provisions of the current tax law 
were enacted. Research fails to reveal that there was any discussion, considera- 
tion, or debate of the issue of whether foreign-source income of domestic cor- 
porations should be taxed or not. There was no reason why that question should’ 
have been discussed because foreign-source income of domestic corporations was 
then practically nonexistent. Prophetic wisdom alone would have enabled the 
lawmakers at that time to have foreseen the immense and radical changes which 
the ensuing 94 years would make in our international position. 

This bit of history is offered for the purpose of showing that the present un- 
happy state of our tax law in the context of the present discussion was the 
result not of a purpose or design but rather the result of mere accident of time 
and conditions. There is, therefore, nothing sacred or unique in the status quo. 


Ertraterritorial taxation is wrong in principle 

Extraterritorial taxation as practiced by this country is wrong on the follow- 
ing (among other) grounds: 

I. When our Government reaches into another country and taxes income earned 
therein by a domestic U.S. corporation, it is at least a symbolic invasion of the. 
Ssoverignty of that jurisdiction. Foreign countries resent the extraterritorial 
extension of our laws. This resentment is registered in the antitrust as well: 
as the tax field. Extending the effect and operation of our laws in this way- 
hakes for poor international relations. 
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Il. To the extent that we tax income earned in other countries, the country 
of origin of the income is deprived of revenue. The ability of a domestic eor. 
poration operating abroad to pay taxes to the host government is obviously 
affected by the U.S. tax burden. 

III. One of the principal sources of private foreign investment capital is for. 
eign earnings which are reinvested. Reinvestment is frustrated by the tax 
eign earnings which are reinvested. Reinvestment is frustrated by the tax attri. 
tion which domestic corporations must suffer on their foreign-source earnings, 
IV. American business is on an unequal competitive basis with (a) enterprises 
local to the host country and with (b) corporations formed in other jurisdictions 
whose tax laws are territorial. 

In the first case, the taxes which a local company pays to the host country 
are frequently lower than the U.S. rate. The U.S. domestic corporation working 
in that country must pay the higher of the two. (In fact it pays both. The 
U.S. foreign tax credit mechanism credits the local tax on the U.S. tax.) 

In the second case, the United States stands alone among the major trading 
and capital exporting nations of the world in taxing foreign-source income as 
though it had been earned at home. 

Canada, since 1917 (the advent of its income tax law), has provided a con- 
pany vehicle, a resident Canadian corporation, whose foreign-source income 
is free of Canadian tax. The Dominion of Canada has always had the con- 
cept of a nonresident Canadian corporation. Such corporations pay Canadian 
tax only on their domestic income. 

Britain, since the advent of its income tax law approximately 100 years ago, 
has not taxed its nonresident United Kingdom corporations on their foreign 
source income. 

In 1957, Britain went further and provided by law for the British Over- 
seas Trading Corp., which is a resident United Kingdom company. This con- 
pany pays no tax on its foreign earnings until they are brought home and 
distributed. 

The Netherlands, through a system of unilateral relief from double taxation, 
in effect does not tax the earnings of its corporations which are derived from 
abroad through a permanent establishment. 

Belgium reduces the tax on the earnings of its corporations derived from 
foreign sources through a permanent establishment from approximately 45 per- 
cent to 8 percent. 

Italian tax law is territorial. A tax is imposed only on Italian-source in- 
come of Italian corporations. 

Vv. American business is now confronted with a new and formidable foe in 
the form of the Russian trade apparatus. This engine of international dis- 
order needs not to think of profits on its international trade. It pays no taxes. 
So far, the Russian trade offensive has been felt in aluminum, petroleum, lead, 
zine, and other raw materials, with unhappy results for our side. 

Tomorrow the story will be different in that conventional commodities of Rus- 
sian and satellite manufacture will be offered in competition with our own. 
A nation that is capable of making and launching the sputniks is capable of 
making any number of less intricate commodities and products for use in inter- 
national trade, not for profits but for advancement of the aims of international 
communism. The Russian state has made its position and aims abundantly 
clear in this respect. 

To this extent, therefore, that American business must pay U.S. tax on 
foreign-source earnings, it is less able to compete with the Soviet trade ap 
paratus which pays no tax to anybody. 

At this level the issue is whether American business is going to be put into a 
position where it can compete with the Russians. 

On the basis of these factors we believe that the sound taxing principle which 
the United States should follow is that income should be taxed but once and 
then only by the country in which it is. earned. 


Postponement of U.S. tax on foreign-source income is widely accomplished today 
through the use of base companies 
American business, confronted with a tax law that insofar as taxation of 
foreign-source income is concerned was inspired by conditions far different 
from those that prevail today, has not sat on its hands, In order to remain 
competitive with other enterprises organized in countries whose tax laws are 
territorial and in order to accomplish a variety of other sound business put- 
poses, including the generation of capital that could be reinvested abroad with- 
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out a tax shrinkage of 52 percent (the U.S. rate on earnings of domestic cor- 
porations ), American enterprises in substantial numbers have organized base 
companies in Puerto Rico, Cuba, Venezuela, Brazil, Canada, Liechtenstein, 
permuda, the Bahamas, Jamaica, Liberia, Costa Rica, Hong Kong, and many 
other foreign jurisdictions. 

Qne result accomplished by the domiciling of the international business 
vehicle in a foreign jurisdiction whose tax law is territorial is the postpone- 
ment of U.S. tax on the foreign earnings until those profits are withdrawn 
from the foreign business and brought home in the form of dividends from the 
foreign corporation. 

It is inconvenient, complicated, and expensive to attain postponement in the 
way it is being done today. Our Government should not drive its businessmen 
to use these awkward expedients. We believe this same result should be ob- 
tainable through the use of a U.S. domestic corporation specially designed for 
that purpose. 


Section 2 of H.R. 5 


Accordingly, we recommend to the Congress that the Internal Revenue Code 
be amended as proposed in section 2 of H.R. 5 to provide for the postponement 
of the U.S. tax on the foreign-source profits of such a domestic company. This 
would be accomplished by the use of a special U.S. foreign business corporation, 
This corporation has already been fully described by one of its originators, 
Mr. Ira T. Wender, in his testimony before this committee. A detailed descrip- 
tin of the original plan is found in “Foreign Investment and Taxation,” a 
volume published in 1955 by Ira T. Wender and E. R. Barlow. 

The U.S. foreign business corporation provided for in section 2 could have 
its center of management and control here in the United States. Its business 
would be conducted outside the United States. Its income would be derived 
from foreign sources. It could carry one or all of the following (among other) 
functions : 

I. Hold the stock of foreign operating companies; i.e., act as a holding 
company. 

Il. Directly or through branches established abroad, operate in the for- 
eign countries, thus conducting mining, manufacturing, extractive indus- 
tries, and merchandising without the intervention of a local company. 

Ill. Purchase tangible and intangible personal property in the United 
States and foreign countries and resell the same, through permanent estab- 
lishment ; i.e., branches abroad. 

IV. Take over in a tax-free reorganization and consolidate all of the 
present international operations of a domestic company. 

The earnings of a U.S. foreign business corporation would not be subject to a 
US. tax until they are brought home and distributed as dividends. This fact 
would place an incentive on the investment and use of these earnings abroad. 
This is one of the principal objectives of our foreign economic policy. 

We have already noted that the great bulk of foreign-source earnings of 
American business even today has the benefit of postponement of U.S. tax be- 
cause of the U.S. tax rule which holds that the income of foreign corporations 
from foreign sources is not taxable in the United States even if the foreign 
corporation is wholly owned by a domestic corporation. 


Section 8 of H.R. 5 


A shift has been reported in the policy of the Internal Revenue Service or 
Perhaps a change in emphasis in the administration of section 367 of the Internal 
Revenue Code. 

Section 867 of the code provides that the transfer of “property” by a domestic 
corporation to a foreign corporation in exchange for the stock of the foreign 
‘orporation shall not be tax postponed unless, prior to the “exchange,” the 
Commissioner has affirmatively ruled that “such exchange is not in pursuance of 
rt having as one of its principal purposes the avoidance of Federal income 

Up until a matter of 2 years ago, it appears that the Service did issue 
ilirmative rulings under this section when requested to do so by domestic 
‘orporations who desired to transfer stock or property in foreign operating 
‘mpanies to an intervening foreign holding company. Information available 
at this time indicates that the Service seldom, if ever, issues a favorable ruling , 
in such cases now, nor do they have any intention of doing so in the future 
where even the smallest amount of tax deferral is involved. 
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This change in policy or in the application of section 367 works a discriming. 
tion in at least two different levels or phases of international operations of 
U.S. domestic corporations. 

As indicated earlier, the Service in certain cases in the past has ruled favor. 
ably on requests of U.S. domestic taxpayers, permitting the transfer of stock of 
foreign operating companies to intervening foreign holding companies. This 
means that a company which is currently the beneficiary of such a ruling may, 
if it has an operating subsidiary in Peru, withdraw earnings from that opera. 
tion by way of dividends, which become payable to the intervening holding 
company and are received by it free of any U.S. tax, which holding company may 
then reinvest those same earnings undiminished by U.S. taxes in an operating 
company in Brazil. 

On the other hand, a domestic corporation which holds directly the stock of 
a Peruvian subsidiary and which desires to get itself into the favorable position 
of the enterprise described in the preceding paragraph, by transferring the stock 
of the Peruvian subsidiary to a intervening foreign holding company tax free, 
will receive a cold turndown from the Service. 

Such company (as is described in the preceding paragraph) is faced with the 
necessity of having the Peruvian operating company declare a dividend payable 
to the U.S. domestic corporation, which dividend income is immediately shrunk 
by 52 percent, permitting the enterprise to reinvest in Brazil at only 48 cents 
out of the original U.S. tax dollar. Thus, the application of the tax law in 
this instance works a gross competitive disadvantage between taxpayers simi- 
larly situated. Of course, one of the principal objectives of our foreign economic 
policy is frustrated. The reinvestment of foreign earnings is defeated to the 
extent of 52 percent. 

On another level, discrimination is present. A domestic corporation starting 
out fresh may take cash and organize its foreign holding company. In this 
sense, cash is not “property” in terms of section 367. Having organized the 
intervening holding company, that holding company in turn will organize the 
foreign operating companies and hold the stock thereof. 

Thus, such a company by its own free design is on an equal tax basis with one 
which is the beneficiary of a favorable 367 ruling and competitively eminently 
better off than the unfortunate which has foreign operating subsidiaries today 
and would like to obtain the benefit of the intervening foreign holding company 
pattern. 

There are many sound business purposes which are served by the operation 
of international business through the foreign holding company mechanism. 
These sound business purposes are obtainable today by many domestic corpora- 
tions only at a prohibitive tax cost because of the weird way the Service 
interprets section 367. 

The Service, when these anomalies are -called to its attention, casts an un- 
sympathetic eye and turns a deaf ear. They give no moment at all to the 
obvious impact of our foreign economic policy on this problem, as though tax 
law were a thing wholly apart from every other consideration except the 
collection of revenue. 

Section 3 of H.R. 5 is designed to correct the distortions which have been 
worked into the application of section 367. We believe that section 3 is a good 
provision and, accordingly, we recommend its passage. 


Section 4 of H.R. 5 


While we believe that the correct principle of taxation of foreign-source in- 
come is to tax it but once and then by the country in which it is earned, we 
realize at the same time that it may be difficult to reach this ideal treatment 
in a single step. Accordingly, we recommend as the first step the postponement 
of tax on foreign-source income through the device of the U.S. foreign business 
corporation. 

As a second and simultaneous step, we urge the classification of foreign-source 
income separately for rate of tax purposes and that a 14-point differential be 
provided for such income. Such a differential exists today in the case of the 
Western Hemisphere trade corporation. 

A third and final step might be the complete elimination of U.S. Federal income 
tax from foreign-source income. At this time we are urging the postponement 
feature mentioned earlier to be effected through the foreign business corporation, 
and extension of the 14-point tax differential to the new international trade cor- 
porations of the free world. 
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Further additions to H.R. 5 


Section 911(a) (2) allows a citizen of the United States, who during any period 
of 18 consecutive months is present in a foreign country or countries, to deduct 
from his gross income amounts of earned income from foreign sources; such 
amounts not to exceed $20,000 annually. The benefits of the section are avail- 
able only to citizens of the United States and not to resident aliens of this 
country. 

In view of the fact that citizens and resident aliens are subject to the identical 
burdens of income taxation, the section would appear to be highly discriminatory. 
A nonresident can escape taxation on earned income of foreign source only at the 
cost of renouncing his resident status. The choice is especially harsh in the case 
of an alien who has applied, or plans to apply, for U.S. citizenship, in that con- 
tinued resident status is prerequisite to the attainment of citizenship. 

The courts are, of course, powerless to grant relief to the resident alien. (See 
Fredrico Stallworth, 30 BTA 546, aff’d 77 F. 2d 548 (1934).) That relief 
must come from the Congress through an amendment to section 911(a)(2). In 
the interests of equity and the often-stated policy of tax equality, that amend- 
ment should be made. 

Thus, we have the case of an American citizen going abroad as an employee of 
an American company. Even though he retains his U.S. residence, if he is physi- 
cally outside the United States for 17 out of 18 consecutive months he is relieved 
from U.S. taxation on his earned income. On the other hand, if we have a resi- 
dent alien who is employed by the same company and is working right along 
beside his U.S. citizen counterpart in the foreign country, he must continue to 
pay his full U.S. income tax as well as the tax of the host country. If he gives 
up his U.S. residence, then he may have great difficulty in reentering the United 
States at the moment his employer wishes to have him back. He may have 
great difficulty with the quota system. Depending upon the place of his birth, 
for quota purposes, he might have to wait as long as 4 years before he can regain 
the right to reenter this country for permanent residence. 

More and more American business must turn to talented aliens who because 
of their linquistic and cultural backgrounds and knowledge of local conditions 
are effective as employees of American companies in foreign countries, particu- 
larly the country of their origin. 

We believe that there should be a provision added to H.R. 5 to place the 
resident alien on a comparable U.S. income tax status with his resident U.S. 
citizen counterpart when both are physically outside the United States for the 
statutory prescribed time. 


Credit for foreign-income tares paid by a domestic corporation—Foreign taxes 
paid in lieu of a foreign income tar 

The foreign tax credit mechanism has been a part of our income tax law for 
many years (since 1918). The theoretical basis of the tax credit system is the 
postulate that the tax systems in foreign countries are the same as ours. If 
such were the case, this would be a happier world for the U.S. international 
businessman. Then, the foreign tax credit would work out on a one-for-one 
basis. There has been no realization in theory or practice by the Service that 
foreign tax systems are quite different from our own. One of the startling 
differences which is revealed even on slight penetration of the foreign scene 
is the fact that income taxes in foreign countries generally produce a very 
much smaller percentage of the total revenue of the country than do income 
taxes here in the United States. Taking Latin America as an example, it is 
probably safe to say that not more than 20 to 25 percent of the total revenue 
in these countries is raised through income taxation. This is true even in those 
countries like Cuba, Venezuela, Brazil, Mexico, and Colombia, which have the 
best developed income tax systems. 

On the contrary, let us take Cuba as an example. Until the recent proposed 
change in its tax law, that small nation had over 200 different kinds of taxes 
(other than taxes on income) that hit business in one form or another. (Of 
ore, not all of these many forms of taxes hit the same business at the same 

me. ) 

The income tax in the foreign countries as an average does not account for 
more than 20 percent of the total tax burden imposed on business revenue. 
Thus, if an American taxpayer is to be relieved from double taxation, and if 
that relief is confined to income taxes alone as that term is defined in U.S. 
law, it is quite evident that this relief is more of a promise than a reality. 
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The first legislative expression of an attempt to relieve this phenomenon 
came in 1942 when the foreign tax credit provisions were amended so as to 
provide a foreign tax credit for foreign taxes paid in lieu of an income tay, 

It was clearly the intent of Congress to include all of those foreign taxes that 
were part of or closely related to or enmeshed in the income tax apparatus in 
9 foreign country. The legislative history of the 1942 act shows this to be 
the case. 

Let us take the case of Colombia. Colombia passed a single piece of income 
tax legislation in 1931. This single enactment consists of three parts: (i) A 
tax on income, (ii) a tax on patrimony, and (iii) an excess profits tax. These 
three taxes are levied at the same time, they are reported on the same return, 
and are collected at the same time and by the same people. Each tax, however, 
is calculated separately, except that the excess profits tax cannot be determined 
without first determining the patrimony tax. The patrimony tax, according 
to the Service, is a tax on net assets. This is a doubtful interpretation. A 
sounder view is that this levy is a tax on income measured by net assets. All 
earnings in excess of 12 to 15 percent on net assets constitute excess profits 
and are taxable at the excess profits tax rates. The point to be made is that 
regardless of what you call this tax, it is part of a single piece of income tax 
legislation and is so regarded and applied in Colombia. It is a part of the 
very fiber and fabric of the income tax law and is doubtless the kind of a tax 
which Congress intended would be made creditable by the 1942 “in lieu of” act. 

Thus, we have in Colombia an integrated taxing statute. The Service has 
denied foreign tax credit for the patrimony tax. The example of the Colombian 
patrimony tax can be extended through other countries. Treatment for foreign 
tax credit purposes of local taxes is not uniform. For example, France has a 
tax on the presumed income from a dwelling. It is presumed that the dwelling 
produces net income whether it is rented or not, and even though it is occupied 
by the owner. The Tax Court has held that this French tax is an income tax, 
and that a U.S. taxpayer paying it is entitled to a foreign tax credit relief. 
Senator George, when he was chairman of the Senate Finance Committee, was 
concerned with the enactment of the “in lieu of income tax” provision. Sub- 
sequently, he was made aware of the fact that the Service was really disregard- 
ing what he considered to have been the congressional intent or mandate. Ac 
cordingly, he wrote two very strong letters to the Secretary of the Treasury 
which the latter disregarded with equal decisiveness. Consequently, Congress 
must give American business whatever relief it is going to get, and particu- 
larly the relief that Congress intended that business should get by virtue of the 
1942 “in lieu of” amendment. This can be done by a relatively uncomplicated 
addition to H.R. 5, clarifying the definition of “in lieu of” taxes in section 903. 


Mr. Russert Baxer. I am acconipanied by Mr. J. Kirk Eads, 
manager, taxation and finance department, U.S. Chamber of Com- 
merce. 
My work has been in the area of private international law for 34 
years. I have served American business with interests outside of the 
United States. Practically all of our clients are small businesses. 
Unfortunately, perhaps, from a professional standpoint I do not 
represent the colossal. 
I must tell you that I appeared here in December on behalf of the 
chamber. Since then I have made another trip around the world. 
This time I was in southeast Asia, working with American interests 
in that area. I must say that I finished this trip with an acute sense 
of urgency, an.acute sense of the peril in which our national interests 
lie, threatened as they are at every turn by the Communist bloc eco- 
nomic offensive. 

I will touch upon that aspect of the situation in the course of my 
statement. Meanwhile I might say it is not my purpose this morn- 
ing to repeat the recommendations which the chamber placed <— 
the Subcommittee on Foreign Trade Policy in December 1958, but 
want to emphasize how strongly and emphatically we of the chamber 
support H.R. 5, and the methods which we believe it carries and pro- 
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vides which will enlist and release the private economic resources of 
this Nation to meet the challenge of the Communist bloc. In Decem- 
ber we emphasized the need which confronts American business to be 
able to postpone the U.S. taxation of foreign source income for three 
separate reasons. 

We pointed out at that time that as the law stands today the 
plowback, the reinvestment mechanism is frustrated. The reinvest- 
ment of earnings that are made abroad, as we all know, is the principal 
source of funds for investment outside the country. We emphasized 
at that time also the competitive disadvantage at which our tax legis- 
lation puts American business. 

We did at the same time touch on the economic offensive of the 
ane and the necessity of our American business responding to 
that threat. 

Since then H.R. 5 has been introduced. This bill as it stands an- 
swers in a very large way the necessities which we believe exist. 
Section 2 of that bill permits for the first time the use of a special 
U.S. corporation, the foreign business corporation. This section is a 
refinement of the Harvard plan proposed by my partner, Mr. Ira T. 
Wender, and Mr. E. R. Barlow, in their 1955 book on foreign invest- 
ment and taxation. 

The new plan eliminates some of the more cumbersome aspects of 
the earlier proposal, including the need for an annual computation 
of the foreign business corporation’s annual U.S. tax, even though 
it was to be deferred. Through a new and practical device of placing 
the U.S. tax on any distribution of reinvested foreign business income, 
section 2 makes it easier to determine exactly how much U.S. tax is 
payable, and when it is due. 

For those of us who have worked intimately with American busi- 
nesses which by our tax laws are now forced into the expedient of 
organizing their international enterprise through foreign corporations, 
we appreciate keenly what it will mean if this bill is passed, in terms 
of convenience, of practical operation, of being able to have our estab- 
lishment, our control, our direction here in the United States and not 
insome far-off country. It really does not make sense to force Amer- 
ican businesses through the funnel that they are now being forced 
through in order to be competitive, and in order to obtain practical 
deferral of U.S. tax, which is the fact today. 

This bill, if passed, would straighten things out and bring common- 
sense and practicality into our tax laws. Tax laws ought not to be 
administered or drawn so as to punish American business. It should 
be just the reverse, because finally American business is the good that 
lays the golden egg, as far as revenue is concerned. _ 

The Treasury has proposed, as I understand it, something that 
would severely cripple the concept of tax deferral by dividing the 
world up into some kind of a division. I am sure that is not practical. 
We know already in the case of Western Hemisphere trade corporation 
that the economic contact outside of the Western Hemisphere has 
brought a number of taxpayers into serious tax trouble. The mere 
incidental purposes—or beyond incidental, as that term is defined— 
bring them into conflict with the service. There is important litiga- 
tion pending on that point. Let us not get into that same kind of 
situation by permitting H.R. 5 to be watered down and really made 


7 
4 
7 
{ 


344 FOREIGN INVESTMENT INCENTIVE ACT 


useless from the standpoint of American business by dividing the world 
up as I understand Treasury wishes to do it. 

In addition, the Treasury Department suggests that the tax defer- 
ral concept be limited to foreign corporations which would not earn 
more than 50 percent of their gross exports, and as a first step to 
eventual assembly and delivery abroad. I can tell you gentlemen 
from my own personal experience that I do not have a single client 
that I know of who out of the clear sky went abroad and laid downa 
sizable investment for a plant. 

The first logical step and the normal step in a foreign investment 
program of an American company is export. I think it would bea 
mistake to accept Treasury’s recommendation limiting, as they pro- 
oe to do, the Kind of income that American business earns abroad. 

ection 3 of H.R. 5 makes some commonsense and very necessary 
changes from section 367 of the code. For one thing, it will put com- 
panies who have already risked their money abroad in the same posi- 
tion as one who starts fresh. That is commonsense, isn’t it? There 
is not any reason to punish the American enterprise that has built up 
a large business abroad by making it impossible for them to transfer 
the stock of foreign subsidiaries to an intermediate company. That 
is the real burden of section 3. That is what it is for. By all means 
it should be enacted. 

The Treasury report has sidestepped this issue on section 3 by rec- 
ommending that it be limited only to transfers of business property 
from a foreign corporation to a U.S. foreign business corporation. 
The Treasury argues that any further liberalization in this area would 
encourage the use of foreign corporations as “avenues of tax avoid- 
ance.” It is this kind of terminology and thinking that has led to the 
unrealistic attitude on section 367 rulings, and has brought about this 
imperative need for a change. As long as Treasury asserts, as it has, 
that any tax deferral is tax proidench, U8. taxpayers will continue to 
be thwarted in their projects of investing assets and securities in in- 
ternational business ventures. 

Section 3 of H.R. 5 would put an end to this kind of administra- 
tive roadblock. 

The Chamber of Commerce of the United States believes that the 
correct principle of taxation of foreign source income is to tax that 
income but once, and then tax it in the country where it is earned. We 
realize, however, that it is difficult and perhaps impossible to reach 
this ideal state in one step. 

Accordingly, we recommend as the first step the postponement of 
U.S. tax on foreign source income. This is accomplished through sec- 
tion 2 of H.R. 5. : 

The second step, the elimination ultimately of U.S. tax on foreign 
source income, is accomplished in part by section 4, which extends the 
14-point differential in favor of foreign source income much the same 
as we have in the Western Hemisphere trade corporation. In Decem- 
ber in my testimony I dealt with the foreign tax credit provisions, 
particularly sections 901 to 905, and commented upon the simple 
fact that the service, in administering these sections, has actually 
thwarted the intent of Congress. In particular that section that 
contains the credit for foreign taxes paid “in lieu of” tax on income, 
war profits, or excess profits, otherwise generally imposed by a foreign 
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country. U.S. corporations are required to pay abroad taxes which 
may not carry the name of income taxes. They may not meet the 
definition of taxation judged by U.S. standards, but it is a burden on 
business. 

Congress intended, as the late Senator George explained both in 
1952 and 1954, to give taxpayers credit for these foreign taxes meas- 
ured by gross income, gross sales, or other methods if they were “in 
lieu of” an income or excess profits tax. Senator Cue wrote two 
very strong letters to the Secretary of the Treasury spelling out this 
congressional intent, but both were administratively ignored. It is 
now up to Congress to give the relief intended by section 903 when it 
wasenacted. ‘This can be achieved by a simple amendment to section 
903 making it clear that double taxation in this area must be avoided 
by a fair and reasonable determination of which types of foreign taxes 
are paid “in lieu of” income, war profits, or excess profits taxes. 

I wish to conclude my statement with a comment based on my 

rsonal experience. As I see it, there is just one thing that we have 

ere in America that the Communist bloc does not have when it comes 
to meeting their threat which they are now imposing. In India I 
had occasion to be with business people of all strata. As you know, 
the Soviets have constructed and are in the process of constructing 
several enterprises in India. Without exception I noticed, some- 
times indirectly but often openly, nervousness on the part of the 
people of the host country for the termination of the job by the Soviets 
and getting them out of there. That is because their Government and 
their society is a monolithic affair. To have a steel mill operated in 
India means that the Russians are there officially. That is in violent 
contrast to what happens when American business goes abroad. The 
industry is put together, sometimes with local capital and local 
partners. It goes to work, it pays taxes, it employs people, and it 
goes on indefinitely. That is the one advantage, it seems to me, that 
we have over the system that the Russians are propagating. I have 
no hesitation whatsoever in saying that the basic preference is for 
our type of operation. 

Now, what we need is what this H.R. 5 will give us: an incentive, 
a reason, an encouragement to go abroad. Of course, if the response 
is not made by us, if American business does not go abroad with its 
capital and its know-how, and with it, of course, its political ideas, 
the host country, these people who insist on developing, have no other 
choice. I think that we are on the right track in enacting, as I hope 
you certainly will, this H.R. 5. 

Thank you very much. 

Mr. Boces (presiding). Thank you, Mr. Baker. The U.S. Cham- 
ber of Commerce wonid not support legislation, would it, that it felt 
resulted in the dissipation of jobs within the United States? i. 

Mr. Russet, Baxer. Certainly not. On the contrary, it is perfectly 
evident that this legislation will create jobs. 

Mr. Bocas. Why do you say that? 

Mr. Russet Baker. Let us take South America as an example. As 
the economy of those nations is developed and as the people who com- 
pose those nations earn money and have it to spend, what do they do 
with it? They buy things that we produce. We can’t sell toa pauper. 
We can’t sell to a lenkoens Certainly not. If there is an outpour- 
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ing of American capital in response to the invitation of this bill, and 
with the know-how, the energy of American business, there will be 
many more jobs created here in America than we have today. Even 
today we must think in terms of preserving the jobs that we do have, 
This bill is headed in that direction, sir, and meets that kind of a re. 
sponse. 

Mr. Boces. Why do you say that, Mr. Baker ? 

Mr. Russert Baker. You remember earlier I mentioned the fact 
that we are in a competitive world. We stand almost alone in this 
country because of an accident in tax history in taxing foreign source 
income. Other countries do not tax it until it is actually brought 
home. To remain competitive, we ought at least to put American 
panne on an equal tax basis with the competitors, wouldn’t you 
think? 

Mr. Boees. I certainly would. Do you fear a great inflow of in- 
ports into the United States from American industries developed out- 
side of the United States if this bill passes ? 

Mr. Russett Baker. No, I donot. I certainly do not ex- 
pect any such a performance as that, by virtue of this bill. We must 
remember that nothing is being done in this bill that affects the source 
of income taxes. Supposing you and I organized a foreign business 
corporation and we went off to some tropical island and started, and 
provaced goods and sold them here in the United States. We would 

ave the pleasure of paying the U.S. tax on it. If we made the sale 
here, certainly, why not. That seems to me to be a highly theoretical 
argument. 

heard earlier comment on that question. There is another side 
which has already been touched upon. We know from actual expe- 
rience with any number of industries with whom we work that when it 
comes to producing a given commodity we can nearly always produce 
it, in our U.S. plant ¢ reaper than we can produce it abroad, because 
of the volume that goes through there, and because of our better or- 
ganization. Perhaps that is a generalization. Having labeled it as 
such, I think I wil) leave it there. 

Mr. Boces. I have just one other question, or I might say observa- 
tion. I gather that you pretty firmly are committed to the idea, after 
having traveled about the world a great many times, that as the world 
developed with this fantastic increase in population that is being ex- 
perienced all over the world, that the demand for American products 

as Sevene almost unbelievably great. Would that be a fair state 
ment 

Mr. Russet Baker. It certainly is. I have no doubt about it at all. 

Mr. Boees. Mr. Simpson will inquire. 

Mr. Supson. Mr. Baker, are you representing the U.S. Chamber 
of Commerce ? : 

Mr. Russet. Baker. Indeed Iam. I have here with me Mr. J. Kirk 
Eads, as I indicated earlier, manager of the taxation and finance de- 
partment. y 

Mr. Sreson. You are expressing the chamber’s policy with respect 
to foreign trade? ‘ 

Mr. Russet Baxer. I believe so. In fact. I have no doubt about it. 

Mr. Stmpson. Do I understand you to say that the foreign coun- 
tries in effect write our tax laws? : 

Mr. Russeiy Baxer. I am sorry, I didn’t hear you. 
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Mr. Seoceson. Did I understand you to say that one of the reasons 
we should pass this bill is because the foreign countries have a policy 
ofnot taxing foreign income ? 

Mr. Russet Baxer. No, by no means. I didn’t say that. I will 
repeat what I did say. That the fact that we take foreign source 
income is an accident of tax history. When our tax law was formed, 
no thought, consideration, or study was spent on this problem at all. 
We had no foreign source income in 1913, or in the Civil War period 
when the first income tax law was passed. Consequently it was not 
considered. 

Mr. Suteson. Do you believe that we should tax foreign source 
income at all? 

Mr. Russetti Baker. I personally do not believe that we should tax 
foreign source income. 

Mr. Suarson. So you suggest this bill does not go far enough? 

Mr. Russert Baxer. As | told you, we cannot arrive at the ideal 
state in one step. We have to learn how to walk before we fly. Now, 
then, the sound principle is to tax income once, and then in the country 
where it is earned. 

Mr. Stmpson. This bill does not go as far as you would have us go 
eventually 

Mr. Russetn Baker. In terms of the ideal, what you say is correct. 

Mr. Simpson. I go to chamber of commerce meetings in my con- 
gressional district, and I meet. with the gentlemen who are members 
representing the industries in the different communities, and they pose 
the problems to me, confronting their corporations. Paraphrasing 
one of the problems they present is why should they pay higher cor- 
porate taxes here in order to give preferential treatment to a competi- 
tor in England or Canada or elsewhere? What is your answer to that 
question 4 

Mr. Russeitx Baxer. There are several answers to that. Let me take 
the United Kingdom, for example. Their tax rate is as high as ours. 
So your constituent dees not understand the problem at all. 

Mr. Sueson. Take a country where it is not that high. 

Mr. Russet Baxer. All right. 

Mr. Suurson. Let me ask you first, you are suggesting that this bill 
be not limited to what are described as underdeveloped areas. 

Mr. Baker. I certainly do not. 

_ Mr. Stimpson. Take one of those other areas and tell me why I can 
justify increased taxes for an American constituent of mine so another 
business may be done abroad in competition with his. 

Mr. Russett Baker. If your constituent at that very moment was 
made to remember that he is paying out large sums in foreign aid 
which would be, in my judgment, substantially diminished if not elim- 
inated by the passage of this bill, his reaction would be different per- 
haps. Let us look at Latin America. I am not sure about my figures, 
but I believe we have given more foreign aid to Yugoslavia than all 
Latin America together. Why isthat? It is because there are about 
a thousand American businesses down there that have been working 
some years and employing great numbers of people and paying lots 
of taxes and earning foreign exchange for them. 

Mr, Srupson. Then the chamber of commerce position is that we 
are going to cut down on foreign aid because we make this taxpayer 
pay more money than his competitor does over in another country ? 
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Mr. Russevt Baker. You missed it entirely. That is not the story. 
Mr. Sroupson. Would you mind restating it. I want to get an 
answer for these fellows because they won’t vote for me unless I cop- 
vince them that they should pay increased taxes so that their competi- 
tor can compete with them better. 

Mr. Russert Baxer. Remember now we are talking about post- 
ponement. We are not talking about increasing taxes. 

Mr. Srvpson. You are advocating no tax on foreign source income, 
You did earlier. 

Mr. Russet Baker. That is right. 

Mr. Stmpson. You said this is the first step toward that. 

Mr. Russert Baxer. Let us not confuse the ultimate with what 
we have before us this morning. We have before us this morning 
postponement and nothing else. 

Mr. Suvpson. We have in this Western Hemisphere plan this 14- 
point differential. You favor that? 

Mr. Russevt Baker. Yes. 

Mr. Smwpson. You want that established. 

Mr. Russevt Baxer. Sure. 

Mr. Stupson. That is not postponement. 

Mr. Russevt Baker. That is true. 

Mr. What is the answer to my question? What can I tell 
this constituent of mine? 

Mr. Russet, Baxer. Tell him, please, that if this bill is passed, and 
if American business meets the challenge that obviously exists, domes- 
tic taxes should be less because we will pay out less in foreign aid. Ulti- 
mately these dollars that are earned abroad by American interests have 
to come back here. There is not any place else for them to go. Under 
this bill when they do come back here they carry their full 52 percent 
U.S. tax burden unless the 14-point differential is passed, as I hope 
it will be. 

Mr. Srarson. Then they would not pay that amount. In any event, 
if you have your wishes my constituent has to pay increased taxes in 
order to help build up his competitor abroad. 

Mr. Russet Baker. No, Congressman. 

Mr. Srmpson. On the foreign aid matter—— 

Mr. Russet Baker. Wait a minute. I don’t agree with you at all. 
I know you want my answer on the record. Your constituent in my 
judgment will not be required to pay more taxes because of the passage 
of this bill. Quite the reverse. The possibilities are all in the other 
direction. 

Mr. Sumeson. Then can I tell my constituent that he will pay less 
taxes because his competitor abroad is being taxed less in competition 
with him ? 

Mr. Russett Baker. No. I think you ought to direct his attention 
to the essentials and to the basic proposition here. 

Mr. Srupson. What is that? } 

Mr. Russet Baxer. That we are paying out very large sums In 
foreign aid. Here isa ee of reducing those payments mate- 
rially, and in the end we hope to eliminate them entirely. 

Mr. Stimpson. Would you recommend an amendment to this bill that 
the amount of money that is deferred be automatically reduced from 
our foreign aid expenditures ? 
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Mr. Russet, Baker. No; Congressman. You are getting quite out 
of my orbit. 

Mr. Out of what? 

Mr. Russet, Baker. You are getting quite out of my orbit. I am 
not competent or prepared to make any such statement as that. 

Mr. Stareson. I want to know what the U.S. Chamber of Commerce 
is going to tell their members in this country as to why they have to 
pay increased taxes to help some competitor abroad. 

Mr, RusseLt Baker. You are answer that you want. 
You are assuming that they are going to have to pay more taxes. 

Mr. Srmpson. i am sure they are if their competitors pay only 38 
percent and they pay 52 percent. Iam sure they are going to pay more 
taxes. 

Mr. Russevt Baker. It does not go like that. The money that they 
earn outside of the United States that we are not earning now is some- 
thing extra, is it not? It is like farming the back 40 that has been 
fallow all these years. Actually we are talking in terms of producing 
more income and not less. In terms of producing more taxes and not 
less. I think that is it. 

Mr. Stupson. Sir; I will try that answer on my constituent. 

Mr. Russet Baker. I will tell you what you do. Let me talk to 
them. 

Mr. Srwpson. That is all, Mr. Chairman. 

The Cuatrman. Any further questions? Mr. Curtis will inquire. 

Mr. Curtis. Mr. Siler, I am going to make a brief statement first, 
ifImay. I happen to agree with a great deal of the theory that you 
have expressed in your statement and all those who are supporting this 
bill have expressed. As a matter of fact, for several years I have 
tried to promote legislation of this nature. I am very happy to see, 
by the way, that some people are now taking an interest in this ap- 
proach. 1 also welcome these hearings. I have been very anxious to 
get some of this theory out in the open and examined. However, I am 
very disturbed at the failure to deal in detail and in practicality and 
just resort to theory. Even though I happen to agree with the theory 
and think it is right, I want to be certai on these things. 

There is one thing I am not sure of at all. That is, whether using 
tax incentives is really the way to get this job done, because there 
are so many other factors—economic factors—that enter into this 
question of whether American business will invest abroad. The testi- 
mony of the proponents of this all jump on this tax thing and say, 
“Oh, sure it will do it,” without going into these other things. Right 
now we know this to be a fact, apparently, that there is tremendous 
investment going into Western Europe without any of this tax in- 
centive because these other economic factors are so strong and so 
tele that they bring it about. We have a situation where we 

ave had to a certain degree the use of the tax incentive to invest in 
Latin America through the Western Hemisphere Trade Corporation 
Act, and yet none of the witnesses, including administration wit- 
hesses, has tried to make an objective evaluation of that. I find no 
evaluation in your presentation here. I am not sure that tax incen- 
tive is the way to do it. As a matter of fact, I tend to shy away from 
using our tax laws for that purpose. 
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As I say, I have been interested enough and have been in agree- 
ment enough with the theory that I introduced legislation and tried 
to get it through a few years ago without any help from all the wit- 
nesses we are now hearing from. Frankly, I do not think I am getting 
too much help now from the kind of testimony we are getting because 
we are not getting into the details. : 

The other thing that is basic in my interest is this: Will this 
really develop domestic markets abroad? In other words, just the 
increase of trade in my judgment does not necessarily mean that you 
are going to increase the domestic market in Bolivia or Peru. There 
is only one way that we developed a domestic market in our country, as 
I understand it, and that was through the fact that we paid wages that 
enabled our working people to become customers for the goods they 
were manufacturing. If we are not interested in that aspect of the 
things, I don’t think we are going to be doing much good. [If all our 
operations in Bolivia are going to retain 8 cents an hour wages down 
there, I don’t see that we are going to be achieving very much in the 
way of developing economies abroad, or combating communism, if 
that is our objective. That certainly is mine. 

In this country we went away from the theory or the fact that 
sweatshop labor would keep low prices for the consumer. We went 
away from that theory, and I think rightly so, because in the long 
run we found that the economy did not benefit from that. So I get 
to the specific question I had in mind that you may have heard me ask 
of the previous witness. Have you considered the possibilities that 
using the tax incentive might be just the factor that would make an 
American domestic concern move its operation from the United States 


to a foreign country, not to sell to the domestic market in that coun- 
try, but simply to get away from our social legislation that we have 
imposed for good reasons, in my judgment, on our manufacturers, 
and ship its a back into the United States. That I do not 


want to see. That I think defeats what we are trying to do. 

The first question is, did your group consider that 

Mr. Russevt Baker. The answer is “Yes.” 

Mr. Curtis. What was the reaction ? 

Mr. Russet Baker. The reaction was that is a theoretical possi- 
bility but not a practical one. 

Mr. Curtis. You donot thing that has occurred ? 

Mr. Russect Baker. I don’t believe so. I don’t see that as a possi- 
bility. There has been nothing to prevent it from happening up to 
now. 

Mr. Curtis. I think it has happened up to now. I think I can 
give you many, many case histories of it having happened. ‘Those 
are the things I would like to examine into. You don’t feel that 1s 
important ? 

Mr. Russet Baker. Not at all. 

Mr. Curtis. Would your group be opposed to an amendment such 
as was put-in the previous bills that would guard against this, even 
though you think it is not a realistic fear, by simply imposing a limi- 
tation whereby if the bulk of the manufacture of an investment going 
abroad came ack into the domestic market, they would not get the 
benefit of the tax deferral or the tax benefit ? 
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Mr. Russert Baker. I don’t believe that there would be any objec- 
tion to that kind of a limitation, because the motivation which sup- 
ports this bill from the business arenes for whom I am speaking 
this morning is nothing like that at all. If a result like that fol- 
jowed, it would be fortuitous. It would be something that was not 
within the design or purpose of the people that support this bill. 

Mr. Curtis. on other words, your theory would not be to have 
investment go abroad simply to manufacture and send back into the 
domestic market and therefore you would not object. to a restriction 
that would not grant this tax benefit to an operation that followed 
that pattern ? 

Mr. Russenn Baker. No; not at all. As a practical matter, an 
operation sufficiently skilled and with power to penetrate this do- 
mestic market with their product would have to be located in a coun- 
try advanced technically like Germany or England. 

‘Mr. Curtis. It has not been necessary, for example, on textiles in 
Japan with 18- and 20-cent-an-hour labor or in Bolivia and Peru with 
8 cents an hour wages for miners. They have certainly penetrated 
our markets. You may say there are other economic factors than 
wage scales involved, but certainly it is an answer to your statement, 
that just the skill of the labor makes the difference. The people in 
Peru and Bolivia are not very skilled. 

Mr. Russett Baxer. I think the example of Puerto Rico may il- 
luminate this discussion a little bit. There is one case where American 
mainland business has gone to the Commonwealth and has put in 
manufacturing establishments simply because it was within our trade 
tariff. As far as my experience has taught me, that is the one case 
where goods manufactured outside of the continental United States 
came back in here. That is ible for two reasons. One is the 
Commonwealth had a tax bitidens as you know. 

Mr. Curtis. Yes; but let us get to the point you are illustrating. 
Doesn’t that defeat the point you are trying to make? You said it 
would not go to an area where you had unskilled labor and under- 
developed economy. 

Mr. Russet Baxer. That is part of the United States. 

Mr. Curtis. I don’t care what it is a part of. I am talking about 
the economic conditions and the educations and skills of the people. 
That is what we were discussing, I thought. I thought that was the 
point you were making. My point was that I thought that capital 
would go to these areas where they are unskilled. I want to see 
capital go there if we actually as a result, as the Sears, Roebuck paper— 
Tam sorry the gentleman did not give it—clearly outlines, that opera- 
tion did raise the living standards of the people. Certainly private in- 
vestment going shiteed can do that. That is the reason I am for this 
kind of process if it will do that. Iam certainly not for it if it is sim- 
ply to have a capital take of 40 percent as you get in some countries, 
and continue a wage scale so low that the working class never do 
become customers for the products, and therefore you never develop 
the domestic market in those countries. 

Mr. Russett Baxer. I repeat that the support for this bill is not 
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Mr. Curtis. I agree with you that I think the support is not that, but 
it is not enough for me to have people come along and support a meas- 
ure because they think it is going to be of value. I want to get into 
the reasons and examine to find out if they are true. I found busi- 
nessmen to be wrong on a great many things, and have done thi 
that were directly contrary to their own interests. There is only one 
way of finding out, if we can find out, and that is to examine into the 
economic facts and the reasons and the theory and the arguments, 
That is what we have not been doing in my judgment to date in these 
hearings. Somebody has an idea and they are just riding through on 
it. Whether that theory fits with what has happened or will happen 
seems to make little difference. 

That is all, Mr. Chairman. 

The Carman. Are there any further questions? Mr. Alger. 

Mr. Aucer. Mr. Baker, you realize at the outset we all believe in free 
enterprise and how we can sell it to the world. There is no question 
about that. We also know that the people who appear before us al- 
ways want tax cuts. Businessmen, being smart and diligent, are quick 
to ask for tax cuts and loopholes when they can get them. That is only 
right. I am not criticizing that. I am not surprised that you and 
the chamber and other businessmen want this tax cut. Your posi- 
tion is analogous to ours in asense. You represent people here at home 
and worldwide in the business interests in the chamber of commerce 
members. We have a domestic as well as a foreign interest. As I 
understand your testimony, do you see any inequity by granting a tax 
cut to those businesses that have foreign investments without any tax 
cut in the domestic industry you represent f 

Mr. Russet Baker. No, I don’t see any inequity there. For one 
thing, we know the risks of operating out of this country are sub- 
stantially greater than they are here. There is no doubt about that. 
That follows just from practical experience. In some way or an- 
other a businessman who risks his money in Brazil or Chile where 
the inflation is such that it destroys your investment, is entitled to 
some compensation, to some differential. That is the way it seems 
to me. 

Mr. Acer. Maybe I did not put it correctly. We have to raise 
a certain amount of money this year in order not to deficit finance 
which I think you recognize might jeopardize our currency. We 
don’t want a deficit finance, do we? 

Mr. Russet Baker. No. 

Mr. Acer. We have to raise a certain amount of money. If we 
grant a 14 percent tax reduction to any segment of the tax popula- 
tion, then there not only is a possible inequity but the result is that 
the rest of the people taxed have to pick up the difference, or to say 
it another way, is there not a possibility in your thinking, within your 
own chamber, that if you grant a tax reduction or relief to a certain 
segment of industry, the rest of the industry and the rest of the tax- 
payers have to make up the difference? k 

Mr. Russert Baxer. As you state, perhaps it is that way, but isn’t 
it a temporary matter? 

Mr. Atcer. Yes, it may be. 

Mr. Rousset Baxer. Isn’t it true that the figures published by the 
Department of Commerce show that each year there is some for- 
eign source income coming back here in the form of dividends and 
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otherwise? It is an upgoing spiral. So far as I can see, and it cer- 
tainly is the thinking of the group that I represent, that if there is a 
diminution of revenue, it is not a tremendously large one even the 
frst year. In any event, it is a temporary one. 

Mr. Arcer. I judge from your other testimony, and the other 
answers to the questions that you might go further and say it could 
even be that a tax cut of this kind wary produce increased revenue 
tothe Government in future taxation. 

Mr. Russett Baker. Yes, I certainly believe that. 

Mr. Avcer. I am partial to that viewpoint myself, and I think 
we have seen it demonstrated domestically when we had a tax cut 
before that it actually produced more revenue to the Government 
later. That point must be stressed. The chamber in my book has 
been notoriously derelict in getting the good sense of its position across 
to the people. Many of us have had to do double work because 
you did not help to carry that load. I, like the gentleman from Penn- 
sylvania and others, have had little help from the chamber in explain- 
ing this viewpoint at times. 

There is one other thing I would like to call to your attention. I 
hope you can take the time to study the statement of Under Secre- 
tary Douglas Dillon, because it points up some of the problems I am 
trying to resolve in my mind about the wisdom of this bill. He said 
this: 

There are important obstacles to an expanded foreign investment flow, such as 
political, legal, or institutional problems affecting the investment climate which 
are susceptible of correction only by the country concerned. Others, such as 
a lack of natural resources or the limitations imposed by relatively small market, 


present problems of a more permanent nature which have been met by doing 
the best job possible under the circumstances. 


Now he reverses that and says this: 


On the other hand, we have it within our power to provide incentives which 
could substantially stimulate the flow of our private capital to the less de- 
veloped areas. ; 

He just laid down criteria we could not develop those markets, but 
turned around and said that the Government by granting this tax 
incentive can solve the problem. 

This comes from the same State Department that many of us have 
so deeply and sincerely criticized on foreign aid in the past because 
of manipulation of foreign currencies and trade, and so forth. These 
are the same folks you have criticized who now say, “Yes, we are for 
tax incentive.” 

This leaves me uneasy. I see the fine hand of the bureaucrac 
wanting to manipulate the foreign market, because we are in love wi 
the idea of selling free enterprise. Do you see these obstacles, that I 
read to you, in the travels you made throughout the less developed 
areas throughout the world ? 

Mr. Russet Baker. Gentlemen, I certainly do see them. I must 
tell you that an American businessman has great facility in meeting 
those obstacles in what is included there in the general term of 
climate.” He would like to do it himself better than to have the Gov- 
ernment help him do it. That is my firm belief based on my own ex- 
perience in being present when these subjective judgments are made as 
to whether an investment will be made or not. It is true that the in- 
vestment climate is not like it is here at home any place you want to go. 
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This incentive that we are talking about here this morning, it seems ty 
me, is essential and perhaps critical in getting American businessmey 
to take this added risk and meet those hazards that you have jus: 
referred to in that statement. I repeat for emphasis, their preference 
is to do it themselves. American business is willing to stand up at 
the plate and take a cut at the ball and take the risks. They would lik 
a little bit of compensation for taking those risks. 

Mr. Areer. If I felt that this bill would put the businessman in the 
driver’s seat of selling American beliefs and ideals and enterprise 
to the world instead of the State Department, I could not be more in 
accord. I do call to your attention, and I will leave it with that, that 
many people who want more Government aid, more welfare, say, 
“Well, we are giving away overseas. If we are going to give it away 
in foreign aid, let us increase more at home.” Two wrongs do not 
make make a right. I think we have to be careful how we use the 
foreign aid. 

I am a little uncertain that just because we go into this program 
we cut back the foreign aid program which at one time was called 
an emergency. I see no relationship whatsoever. Maybe I am too 
jaded by this foreign aid, but I just point that out to you, that maybe 
that argument is not as strong as the fact that we might make in- 
creased revenue from this which is the point you made earlier, rather 
than a temporary tax cut. 

Mr. Russet Baxer. Of course, it is impossible to look into the 
future to see what the effect of this law would be. For myself, | 
must tell you that if it does not perform in raising the standard of 
living in these countries to which American capital goes in a way to 
make it unnecessary and increasingly less necessary for aid, I will be 
thoroughly disillusioned and disappointed. I firmly believe that will 
be one of the principal effects of this bill. 

Mr. Axcer. I wish that the chamber of commerce throughout this 
Nation could make its viewpoint and logic felt in other issues of Gov- 
ernment as they are so quick and able when it comes to tax cuts. 
Thank you. 

The Cuarrman. Are there any further questions? Mr. Boggs. 

Mr. Boaes. I would like to make several observations. One of them 
is that some of the strongest support for this bill comes from the State 
of Pennsylvania. As a matter of fact, we have had several wit- 
nesses from Pennsylvania. In addition to that, I want to emphasize 
your point about the fact that most of this income would not come 
to the United States at all if we did not develop these countries. 
When we talk about this being in competition with private enterprise 
at home, I think we miss the ahale point of the operation. 

Mr. Baxer. I cetainly agree. 

The Cuairman. Thank you again. 

— next witness is Mr. Kellstadt, president of Sears, Roebuck 
& Co. 


STATEMENT OF CHARLES H. KELLSTADT, PRESIDENT, SEARS, 
ROEBUCK & CO., CHICAGO, ILL. 


Mr. Ketzstrapr. Mr. Chairman, my name is Charles H. Kellstadt. 
Tam president of Sears, Roebuck & Co., Chicago, Ill. 
The Cuarrman. I notice you have a supplemental statement. 
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Mr. Ketusrapr. I would like to have that entered in the record. 
The Cuarrman. Without objection that will appear in the record 
at the conclusion of your remarks and you are recognized for 12 
minutes. 

Mr. Ketusrapt. Thank you, sir. 

(Mr. Kellstadt’s prepared statement follows :) 


SrATEMENT BY SEARS, RoeBuck & Co. Re SUPPLEMENTAL STATEMENT FOR THE 
REcORD ON H.R. 5 HEARINGS, JULY 9, 1959 


Sears, Roebuck & Co. offers this supplemental statement in support of H.R. 5, 
known as the Foreign Investment Incentive Tax Act of 1959. 

Sears carries on a retail merchandising business which extends to foreign 
countries. In this statement, we will consider the proposed legislation from 
the viewpoint of Sears’ own particular fact situation in Latin America, and 
then consider the specific provisions of the bill in the light of these operations. 

Sears believes that all the provisions of the bill are desirable and supports it 
initsentirety. However, Sears is most directly affected by the following sections 
and we will limit our discussion to them. 


Section 2—Foreign business corporations. 

Section 83—Transfers and reorganizations to facilitate private foreign investment. 
Section 4—International trade corporations. 

Section 5—Alternative limitation on foreign tax credit. 


SEARS’ LATIN AMERICAN OPERATIONS 


This statement by Sears is directed solely at its Latin American operations, 
As additional background, we will first say a word about the parent company 
and Sears’ foreign operations elsewhere. 

The net sales of the parent corporation last year amounted to $3,721 million. 
It had Federal income taxes of $171,600,000 on a net income of $337 million. Its 
business was done through 728 retail stores, 11 mail-order plants and 849 catalog 
sales offices. 

Sears has several foreign operations in addition to those in Latin America. 
One of these is Simpson-Sears, Ltd., in which Sears has about a 50 percent in- 
terest. Simpson-Sears, Ltd., is a Canadian corporation conducting a retail and 
mail-order business. Its sales last year amounted to approximately $204 million. 

Sears presently owns about one-fourth of the nonpreferred stock of Walton- 
Sears, Ltd., an Australian mercantile company, and has an option to acquire an 
equal interest with the holders of common stock. Annual sales last year were 
approximately $34 million. 

Sears, from U.S. points of distribution, sells to a number of U.S. citizens who 
are temporarily abroad. There are also some sales units in Central America 
operated as branches of a domestic Delaware corporation. In adition to retail- 
ing abroad, Sears operates a number of buying offices in both the Orient and 
Europe which are under a domestic corporation (Sears Overseas, Inc.). 

Sears has been interested in the foreign market for a longtime. The first effort 
was to form Sears International, a domestic corporation organized for the purpose 
of selling in foreign countries Sears own trademarked lines of merchandise, 
primarily appliances produced in the United States. Distribution was accom- 
plished through conventional channels such as agents, representatives, jobbers, 
and dealers in various countries. 

This business was terminated during World War II, but out of it came the 
conviction that a large market existed in Latin America for Sears goods and 
Sears distribution techniques, and a further conviction that the best way of 
serving foreign markets was through Sears type stores in each country. Sears 
was importuned to try retailing in Latin America and as an experiment the 
Havana, Cuba, store was opened 16 years ago in November 1942. 

The major expansion, however, dates from the inauguration of one of our 
larger type stores in Mexico City in February 1947. In the 12 years since then 
os company has extended its operations to Brazil, Venezuela, Colombia, and 

eru. 

These 12 years have seen the Latin American business grow from 2 stores in 2 
countries to 49 retail stores plus 14 sales offices in 6 countries. Last year there 
were net sales of approximately $95 million. Sears presently has an investment 
of $55 million in these operations. 
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The retail store operations in the Latin American countries are carried on 
through subsidiary corporations, each domesticated in the respective country, 
ve There were a number of reasons why as Sears entered each country it placed its 
4 operations under such a corporate form. Of course, the original decision as to 
7 corporate form took place a number of years ago and there were variations from 
ey country to country as to underlying reasons. One reason was that a branch 
= 7 operation would have subjected the foreign profits to U.S. taxes immediately. 
ay Moreover, local acceptance would be better with a corporation organized locally, 
oa The organization of a separate subsidiary also made it possible to set up profit 
sharing plans in three countries for the local nationals along the lines of the 
see: profit sharing plan of the parent. These profit sharing plans have invested in 
4 the stock of the local company. Each corporation is an autonomous operating 
: unit headed up by a president who is in complete charge of the retail operation 
‘ in that country. 

x Sears is not only a distributive industry, it is a service industry. It tries to 
a serve people, their needs and wants, with both efficiency and a sense of responsi- 
Ss bility. Over a period of 34 years of retail store experience, Sears has developed 
distinctive ways of doing this. These methods of doing business and these con- 
cepts of a retailer’s responsibility are among our chief exports to Latin Amer 
ica. Over the 16-year span of our Latin American operations, we have been 
motivated by the conviction that wise and successful techniques can be profitable 
for Sears abroad, no less than at home. 

Our stores in Latin America were typical Sears stores, offering a variety of 
consumer goods, with price tags showing the customer he did not have to bar- 
gain with the salesperson. Credit purchases were permitted and all merchan- 
dise carried our well known guarantee. Our employees were trained in U.S. 
: retailing methods and were paid good wages, with supplemental benefits pat- 
4 terned after those in our North American stores. From the beginning, we had 
4 good acceptance by the Latin American consumer. 
7 Originally our concept was to export goods as well as techniques. We soon 
recognized the necessity of developing local sources of supply. We set out to 
- work with local manufacturers who would produce goods to our specifications, ex- 
tending them technical advice on plant layout, manufacturing methods and 
equipment, and providing financial assistance. Last year about three-fourths of 
our Latin American merchandise was purchased from over 7,000 local Latin 
American sources, who employed approximately 90,000 workers. 

What Sears has done in Latin America through its merchandising program 
i. was dramatically told in an article by Daniel James in Harper’s magazine for 


June 1959. In discussing the effect of Sears in Mexico, he leads off his article 
as follows: 


“A new kind of revolution is taking place in Latin America. Without blood- 
ss shed or headlines, this one is powerful, gradual and profound in its effects. 
a “The consumers revolution, to give it a name, is making over the lives of mil- 
lions of ordinary people throughout the vast continent south of the Rio Grande. 
ited the United States it means a wholly new element in our dealings with Latin 
merica. 
This concludes our statement on Sears’ Latin American operations. We will 


es offer our comments on the individual sections of H.R. 5, starting with section 


Section 3. Transfers and reorganizations to facilitate private foreign investment 


Section 367 of the Internal Revenue Code provides that if certain exchanges 
involving a foreign corporation are to be considered tax free, it must be estab- 
lished in advance to the satisfaction of the Secretary that one of the principal 
purposes of the exchange is not the avoidance of U.S. income tax. This created 
a serious problem for Sears as it blocked a much needed reorganization of its 
foreign operations. Section 3 of H.R. 5 would allow Sears to proceed with this 
reorganization by eliminating the requirement of securing an advance ruling on 
transfers of foreign business properties. The proposed reorganization of Sears’ 
Latin American operations and the tax implications involved are considered 
in the following paragraphs. 

1. Proposed reorganization of Latin American operations.—At the beginning of 
; 1957, Sears took steps to revamp its organization of the Latin American opera- 
ee: tions. The companies were growing in size and the problems were becoming 


exceptionally complex, as is common in the area of foreign operations. 
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It was the belief of Sears management that the expansion program and 
the ever-increasing complexity of the foreign organization required basic changes 
in management philosophy and oranization. Not only would an accumulation 
of specially trained executive talents be required, but a simplification and 
q straightening out of the lines of authority become more desirable. 

We believe it would help to understand this organizational problem if we 
briefly compared the structure of the parent company with that of the foreign 

rations. 

Tre parent company operates retail stores throughout every State in the Union. 
All these stores are directly operated by the parent corporation. Successful 
control has been achieved under decentralized territorial offices, each headed by 
q vice president and his staff. A standardization of policy and procedure can 
be handled with relatively little difficulty because of the homogenous nature of 
conditions throughout all the States. 

In foreign operations, there is a completely different set of problems that re- 
uire a clean cut separation from the main operation. 

First, there is the problem of dealing in six markets, all different from the 
markets in the United States, and with further differences as between coun- 
tries. 

Second, local sources of supply had to be established, with the need for tech- 
nical and financial assistance from the United States. 

Third, there are about 10,000 employees in our Latin American corporations, 
of whom about 1 percent are North Americans. The hiring, training and con- 
trol of this vast number of Latin Americans who are under entirely difierent 
laws is an exceptionally complex problem. 

Fourth, further complicating the foreign structure is that of handling foreign 
exchange. The extenison of credit is a very serious financing problem in our 
Latin American stores. Securing adequate funds and protection from devalua- 
tion is a most complex problem. 

Fifth, there is the intangible, although very real, problem of public relations of 
our company with the local nationals because of a great dissimilarity in cus- 
toms. 

The first step to solve this organizational problem was taken on February 1, 
1957. Action was taken to create a fully integrated staff organization for the 
latin American operations under Mr. C. A. Meyer, vice president in charge of 
Latin American operations. 

It was recognized at the time that this internal reorganization was only the 
first step. A satisfactory solution to the problem required that the control of 
the Latin American operations should be placed in a foreign corporation. The 
latin American management would then be divorced from the management of 
the parent company. This would fix the operational responsibility for the Latin 
American business in the officers of the legal entity and provide greater incentive 
for the individuals involved. It would have a further advantage in that the 
corporate structure would then be the same as the functional structure. 

It was reconized that the separate legal entity should be a foreign corporation 
rather than a domestic company. The reason for this is to defer the imposition 
of U.S. tax on Latin American earnings until they are brought home to the 
United States for use by the parent company. This is the time when U.S. tax 
should be paid. 

The solution called for the formation of a foreign holding company. The 
foreign holding company offers a great deal of flexibility in doing the things that 
must be done to have a successful foreign operation. It permits incorporating, 
liquidating, and reorganizing without the Internal Revenue Service approval. 
Further, the holding company affords a great deal of flexibility in handling the 
a phases, permitting the transfer of funds directly within our foreign 

rations, 

2. Request for ruling under section 367.—When Sears attempted a reorganiza- 
tion of its Latin American business, it ran into some serious tax obstacles. 
The investments in some of our foreign countries have appreciated in value. 
There was no way under the Internal Revenue Code to transfer our foreign 
stock or assets to a holding company without running into tax penalties, unless 
we proceeded in the manner provided by sections 367 and 1492 of the Internal 
Revenue Code. As we mentioned previously, section 367 provides that if such 
4 transfer is to be made tax free, the taxpayer must prove to the Secretary that 
the transfers or exchanges are not in pursuance of a plan having as one of its 
Principal purposes the avoidance of U.S. income tax. 
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On March 12, 1957, Sears, Roebuck & Co. filed with the Commissioner of Jp. 
ternal Revenue a request for such a determination under the code. Searg re. 
quested that it be permitted to form a Venezuelan holding company with oy 
six foreign companies as subsidiaries. The Internal Revenue Service was very 
patient and gave our request careful consideration, For about a year, nego. 
tiations took place. The Deputy to the Secretary of the Treasury, Mr, Dan 
Throop Smith, offered to consider the ruling because of the public policy ques. 
tions involved, when it was made known to him that an adverse ruling would 
be in conflict with public statements of the administration. On March 21, 1958, 
Mr. O. Gordon Deik, the Acting Commissioner, issued a negative ruling. 

The net effect of this ruling is that the potential deferment of U.S. tax is treated 
as tax avoidance. We do not agree that deferment is tax avoidance within the 
intent of the statute so as to prevent the formation of an integrated foreign 
operation. The Treasury’s position is a serious limitation on section 367 and 
makes it a closed door to many proper reorganizations. 

The Treasury regards the transfer of funds from one operating company to 
another without the imposition of U.S. tax as tax avoidance. Our objection to 
the Treasury’s position is its excessive emphasis on the tax deferral possibilities, 
The tax rates in the Latin American countries are high and rising, leaving little 
room for any substantial tax benefits through deferral. At present, our profits 
and the tax rates are such that in only two countries are there possibilities of 
deferment. Also, there is no present plan on Sears’ part to defer any significant 
taxes by intercountry transfers of earnings. 

Sears is in the foreign business to make money, bring the profits back home, 
and use them to pay dividends to the stockholders. When these profits are 
brought home, U.S. tax will be paid on them, so at most, only very temporary 
deferral is involved. 

The Treasury has made a very difficult problem for taxpayers. How cana 
taxpayer prove to the satisfaction of the Commissioner what it might or might 
not do in the future? If the Commissioner once makes a determination that any 
potential deferment will constitute avoidance, the present statute forecloses 
taxpayers from revamping their foreign structure. 

3. Enactment of H.R. 5 is the remedy.—The proper way to clarify this area is 
for the Congress of the United States to decide the course to follow. Section3 
of H.R. 5 would permit reorganizations without the necessity of securing a ruling 
from the Commissioner. We think that the amendments to the Internal Revenue 
Code provided in this section are fair, equitable, and a real incentive to foreign 
investment. 

Our problem arises out of the corporate complexities of dealing in the foreign 
area. Were it not for the legal, financial, and tax problems arising in the various 
countries, most corporations would probably have a single operating corporation 
for all their operations abroad and the issue tn H.R. 5 would never arise. 

The unfairness of the present policy is illustrated by what happens in any 
foreign country in which Sears operates. In Venezuela, we have nine stores 
within the framework of a Venezuelan corporation. As a foreign corporation, it 
pays only local taxes. Profits earned in one store can, free of U.S. tax, be used to 
finance a second store in Venezuela. No one contends that this utilization of the 
profits earned in one store in Venezuela to finance a second store in Venezuela is 
tax avoidance. Why should the use of profits from one store in Venezuela to 
finance a store in Peru constitute tax avoidance? _ 

Further, the foreign picture is in a constant state of flux. Each time any 
ehange in the foreign corporate structure is called for by changing events, there 
is hanging over the taxpayer’s head the necessity of securing the Commissioner's 
approval. We have presently under consideration the formation of a subsidiary 
dealing with certain financing problems including anticipated devaluations. 
The corporation would be established in a foreign country. If for some reason in 
the future, we desire to change the place of incorporation or make any kind of 
reorganization, we would have to come into the Treasury for permission to 
change. 

The most inequitable feature of this foreign tax picture is that companies 
starting operations in the foreign field can readily use the holding company 
device. Those American companies who have been in foreign operations for many 
years and started up under vastly different conditions are now foreclosed from 
being put on a competitive basis as against newcomers in the area. 

Congress has given taxpayers an exceptionally difficult road to follow in this 
entire foreign tax area. Substantial powers have been delegated to the Secre- 
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tary of the Treasury and to the Commissioner without clear-cut landmarks for 
exercising administrative discretion. 

gears believes that Section 3 of H.R. 5 rests on a sound, fair equitable founda- 
tim. It brings valuable benefits to our Government by encouraging further 
American investment abroad and minimizes the exhaustice drain of foreign aid 
on the Treasury. 

Section 2. The Foreign Business Corporation 

If the ruling we requested in 1957 had been granted, then Sears would possibly 
have established a company in one of the tax haven countries in this hemisphere 
to hold and to manage its Latin American investment. This would not have been 
an entirely satisfactory solution. A foreign based holding company would put 
three governments instead of two between the Sears shareholders and their 
latin American investment—the government of the country where operations 
are conducted, the U.S. Government and the base country government. The 
answer is a U.S. company that could match the benefits of a foreign based holding 
company. Section 2 of H.R. 5 would allow Sears to use such a company. 

Section 2 of H.R. 5 seeks to establish a new class of domestic corporations to 
be known as foreign business corporations. The aim of section 2 is to recognize 
the tax-deferral concept as to qualifying foreign business corporations. Section 
2 would not impose a U.S. tax on a foreign business corporation until such time 
as its foreign earnings are turned over to its shareholders. This is the realistic 
and proper time to tax foreign income. We believe that recognition of the tax 
deferral principle for a class of domestic corporations is necessary in order to 
remove the advantages that entice American business to Panama, Liechtenstein 
and other remote points. 

There is a tendency for some to regard the present flight of business to tax 
havens as an attempt to evade U.S. tax. This is far from the fact. U.S. business 
must compete in the world market. If U.S. business must pay tax ahead of the 
time when their competitors pay tax, then we cannot compete. In fact, many of 
our competitors from Western Europe pay no tax at all to their home country 
on profits earned abroad. 

Section 2, since it allows deferral of U.S. tax on foreign source income, puts 
U.S. business back in the competition for the world market, not through devious 
devices in tax haven countries, but directly as U.S. companies. 

From the viewpoint of U.S. businessmen, section 2 provides a benefit that is 
long overdue. From the point of view of the Government, section 2 is also a 
nilestone. The tax haven operations now prevalent are not open to scrutiny. 
This can produce abuses by the unscrupulous. From the point of view of both 
business and Government, passage of section 2 of H.R. 5 is beneficial. 

However, section 2 does not itself satisfy the crying need for reform in the 
U.S. taxation of income earned abroad. Section 2 will not equalize the tax 
burden of U.S. business with the tax burden of its competitors from abroad. 
The U.S. tax, which must be paid by U.S. companies on income earned abroad, 
is greater than the tax competitors must pay. In the long run, the additional 
tax U.S. business must pay will cause us to lose out in the competition for the 
world market. 


Section 4. Extension of Western Hemisphere trade corporation provisions 

There are substantial risks involved in investment in Latin America. The 
currencies are generally unstable and there are also political uncertainties. 
The taxation of income earned at this risk at the same rate as U.S. income is 
unfair. Furthermore, the high rates reduce American incentive to invest abroad. 

It is true that section 921 of the Internal Revenue Code provides a 14 point 
tax rate reduction to companies whose business is done in the Western Hemi- 
sphere. However, section 921 has technical restrictions so that its benefits are 
available to only a relatively small segment of U.S. businesses operating in the 
Western Hemisphere. 

Section 921 now applies only to U.S. corporations who directly operate abroad. 
Those companies, such as Sears, that do business abroad through locally incor- 
porated subsidiaries cannot qualify. Section 4 of H.R. 5, would correct this 
inequity and allow companies who operate abroad through subsidiaries to get 
the benefits of section 921. 

This distinction is important. Many Latin American countries impose tax and 
other penalities on foreign companies operating in their jurisdiction. These 
Penalities are so serious that the benefits of section 921 are outweighed by the 
Penalities for doing business abroad as a domestic U.S. company. 
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Section 4 of the H.R. 5 will bring the tax U.S. business has to pay into line 
with what our European competitors pay. In many European countries, bys. 
ness income earned abroad is not taxed, or else it is taxed at a rate less thay 
that applicable to domestic income. Section 4 will not give unjustified tax aq. 
vantages to U.S. business. It will merely put it on a competitive basis with 
foreign business. 

Section 5. Alternative limitation on foreign tax credit 


Sections 901 and 904 of the code allow a credit for income taxes paid or 
deemed to have been paid to a foreign country or a possession of the United 
States. This credit is applied on a country-by-country basis. 

There are numerous examples where foreign investments by American busi- 
ness have been severely penalized by political and economic changes which were 
not anticipated when the investments were made. In some countries prohibitive 
tax rates have been imposed which make the investment much less attractive 
than a comparable investment in the United States. These changes in foreign 
taxes are typical of the risks U.S. businessmen take in investing abroad. If 
the U.S. Government desires to encourage foreign investments it should remove 
the per country limitation on foreign tax credits. 

Section 5 of H.R. 5 would end this unrealistic country-by-country approach 
to the foreign tax credit, substituting instead an elective overall limitation, 

Mr. Keuusrapr. Mr. Chairman, I also wish to thank you, and the 
committee, for the courtesy of permitting me to appear here today. 

Although I have been involved in the merchandising side of our 
Latin American operations for a number of years, during the last 

ear I have had the full responsibility for our overseas operations. 

am here today to urge support of H.R. 5, as it appears to me some- 
thing that has long been needed in a very important area—foreign 
operations. What I propose to do as briefly as possible is to give 
you the benefit of the facts in Sears case in the hope that our expe- 
rience may be helpful in evaluating this legislation. 

I am imposing on you gentlemen for what I believe are three good 
reasons. First and foremost is the fact that we at Sears feel, and 
many concur in this, that the best kind of foreign aid this country 
can provide to countries in Latin America is the stimulus of Ameri- 
can business in introducing modern, efficient business methods which 
create jobs and raise living standards. Second, we have run directly 
into some of the problems H.R. 5 would correct as we have been un- 
successfully involved with the Treasury in trying to revamp our 
foreign organization to make it more effective. Third, we at Sears 
feel quite strongly that the 14 point tax relief proposed would be real 
encouragement from the Congress for American cae to increase 
its efforts in this area. 

Gentlemen, in last month’s issue of Harper’s magazine, Sears was 
praised for starting a peaceful revolution in Mexico—a consumers’ 
revolution. The article described the changes in retailing practices 
which we introduced in Mexico—changes that have been beneficial 
to the consumer, which have stimulated local manufacturing and 
which have brought great reforms in the practices of other merchants. 
While the Harper’s article dealt with Mexico, the same things could 
have been said of our operations in other Latin American countries. 
I am going to explain why we are proud to have started this peace- 
ful revolution. Then I am going to ask you to help us start bigger 
and better revolutions by acting favorably on H.R. 5. 

Many phases of our merchandising technique were revolutionary 
to Latin America. When we decided to invade Latin America, the 
business of retailing there was conducted on Old World standards. 


‘ 
os 
“Ss 
= 
va 
= 
# 


nto line 
eS, busi- 
than 
tax ad. 
is with 


paid or 
United 


in busi- 
ch were 
hibitive 
tractive 
foreign 
ad, If 
remove 


proach 
ion. 

nd the 
today. 
of our 
last 
ations. 


ye real 
crease 


S$ was 
mers’ 
ctices 
eficial 
r and 
hants. 
could 
tries. 
yeace- 


rigger 


onary 
a, the 
lards. 


FOREIGN INVESTMENT INCENTIVE ACT 361 


Haggling over price was the general rule of the market. A dress 
marked 100 percent wool might actually be 50 percent rayon. In- 
formative labeling was almost totally lacking. There was also a lack 
of understanding between retailers and manufacturers of each other’s 
problems. The consumer’s needs for both quality and variety in con- 
sumer goods was not being satisfied. 

Sears had been importuned for several years to try its hand at re- 
tailing in Latin America and in 1942 we embarked on our first under- 
taking there. We built a store in Havana. After World War II, we 
started operations in Mexico. Now we have 49 stores and 14 sales 
ofices in 6 Latin American countries—Brazil, Colombia, Cuba, Mex- 
ico, Peru, and Venezuela. These stores represent an investment of 
over $55 million, practically all of it provided by Sears. 

From the outset, it was apparent to Sears that the quantity and 
quality of locally produced consumer goods was not large enough nor 
good enough to provide adequate assortments or to satisfy our 
policy of providing goods of guaranteed quality at a fair price. We 
set out to work with local manufacturers who would produce goods 
to our specifications, extending them technical advice on plant layout, 
manufacturing methods, and equipment, and providing financial as- 
sistance. With firm contracts for substantial quantities of goods, 
these manufacturers became efficient, low-cost suppliers. 

We were able over a period of time to offer the consumer better 
quality at lower prices. The prices on our merchandise were firm 
and clearly marked on the goods. The consumer was offered a wider 
choice of items and an opportunity to shop in attractive, modern 
store facilities. Easy payment plans made it possible for the con- 
sumer to acquire appliances and materials for home improvement at 
fair prices. From the beginning, the consumer liked what he found 
inour Latin American stores. 

As a result of Sears’ entry in the Latin American market, compet- 
ing retailers have improved their methods and suppliers of consumer 
goods have raised their standards. Due to these developments, 90,000 
persons are employed in factories making Sears merchandise. New 
skills have been brought to these factory workers. We have been 
given much of the credit for this revolution. Sears has increased 
good will and respect for U.S. business methods in these six countries 
of Latin America. 

In each country we are organized as a corporation under local law. 
These corporations bear the name of the country as “Sears Roebuck de 
Mexico,” or “Sears Roebuck del Peru.” Of the 10,000 employed 
directly in our Latin American stores, 9,900 are nationals, with only 
the top supervision from the United States. We are now training 
nationals to take over many of the top jobs. Our companies pay 
good wages and provide a wide variety of benefits, such as paid vaca- 
tions and holidays, sickness allowances, and in some countries where 
feasible, profit sharing. Each corporation has a public relations pro- 
gram which encourages employees to participate in civic works for 
the public good and company time is provided for these activities. 
ere is financial support for education and for local health pro- 

ms. We have been told that the public image of Sears in Latin 

erica is good. We believe that this type of “foreign aid” is sound. 
Sears has made this effort in Latin America to make a profit which 
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will augment the earnings of the parent company, Sears, Roebuck & 
Co. We have made reasonable profits in most countries in terms of 
their currencies. However, because of currency devaluations which 
have occurred in three countries, our profits have been seriously 
affected in terms of U.S. dollars. For example. the last devaluation 
of the Mexican peso wiped out most of 2 years’ profits of our Mexican 
subsidiary. After 10 years of successful merchandising operations in 
Brazil, the net worth of that subsidiary in terms of dollars is vir. 
— unchanged—the cruziero which cost Sears 5 cents each is now 
worth seven-tenths of 1 cent each. There are other problems that 
increase the difficulty of doing business in Latin America. It is prac- 
tically impossible to borrow money locally for working capital. In- 
terest rates are very high according to U.S, standards. Political un- 
certainties augment the greater risk of doing business. Most of the 
investment for expansion must come either from retained earnings 
or from U.S. funds supplied by the parent—Sears, Roebuck & Co. 

After 12 postwar years of operations, we feel obligated to return 
some of our earnings to the United States. Our stockholders expect 
it. This return of earnings is taxed to Sears, Roebuck & Co. at 52 
ee This is too high a tax for earnings produced at such risk. 

e might do better to confine our operations to the United States, 
However, we have started something in Latin America. We havea 
challenge and we feel that the Congress should provide an incentive 
in the form of the 38-percent tax rate provided in section 4 of H.R. 5 
and the overall tax welt limitation provided by section 5. 

Another eee is the lack of flexibility in the use of retained 
earnings which follows from our form of subsidiary organization. 
This would not be true if we commenced business today with a hold- 
ing company. We are not now able to use profits generated in one 
country to provide for expansion or working capital in another sub- 
sidiary unless we transfer the funds through the parent company 

aying the U.S. tax in the process. For example, in Venezuela we 
ame nine stores. As a Venezuelan corporation, it pays only local 
taxes. Profits earned in one store can be used to finance a second 
store in Venezuela. If we want to use the profits of Venezuela to 
open a store in Peru, we would have to declare a dividend, and pay 
tS. tax, even though no profits are made available to our stock- 
holders. We are penalized by our form of organization from getting 
the fullest use of our Latin American earnings. 

In 1957 we attempted to organize a foreign holding company for 
what we considered sound business reasons. We desired to transfer 
to this holding company the stock of our Latin American subsidiaries. 
Such a holding company would have permitted us to use the earnings 
of one subsidiary to meet a need in another. Such a holding company 
would also offer us the assurance of future flexibility in case of cor- 

rate changes necessitated by local political or economic instability. 

his device would have eliminated the necessity of constantly clear- 
ing all corporate changes with the Internal Revenue Service. 

> our effort to establish such a corporation, it was necessary to 
secure a ruling from the Treasury Department under section 367 of 
the code that a principal purpose for this holding company was not 
the avoidance of U.S. tax. After some negotiation, the Treasury held 
that the possible deferral of U.S. tax was the equivalent of avoidance, 
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and refused to grant a favorable ruling. The matter was not pressed 
further so that no U.S. tax was paid, deferred, or avoided. For the 
benefit of the committee, our case is more fully explained in the state- 
ment I filed for the record. 

Section 3 of H.R. 5 would allow companies with subsidiaries abroad 
to establish such a holding company for their foreign assets without 
the penalty of capital ne taxes. We urge that Congress adopt this 
more practical view. It would certainly be fair as it would put all 
U.S. companies who do business in Latin America on an equitable 
competitive basis. If we were starting tomorrow to do business in 
Latin America, there would be no tax penalty for forming a foreign- 
based holding company with its advantages. 

Finally, I would like to urge that the foreign business corporation 
provisions of the bill (sec. 2) be adopted to bring to an end the rather 
unhappy situation of a great country, such as the United States, 
having its businessmen resorting to Liechtenstein, Panama, and the 
like to achieve a result that our own Government should make avail- 
able to them. 

Thank you for your attention, gentlemen. 

The Cuamman. We appreciate the statement you have given the 
committee and giving us the benefit of the experience which your com- 
pany oo 0" in dealing with Latin America. Thank you very much. 

Mr. Boggs? 

Mr. Rone. Mr. Kellstadt, do you have the article to which you re- 
ferred in your statement ? 

Mr. Ketisrapr. I didn’t understand you. 

Mr. Boees. You referred to a magazine article. Is that incorpo- 
rated in your statement ? 

Mr. Ketisrapr. We will make it available, Congressman. It was in 
the recent issue of Harper’s. 

The Cuarrman. Without objection that will be included in the rec- 
ord at this point. 

(The article referred to follows :) 


{From Harper’s Magazine, June 1959] 
Sears, Roesuck’s MEXICAN REVOLUTION 


(By Daniel James) 


They didn’t mean to do it, but a handful of American storekeepers 
are causing a profound upheaval in Latin America—creating a new 
middle class, new jobs, and new power for the once-scorned little cus- 
tomers. 


A new kind of ‘revolution is taking place in Latin America. Without blood- 
shed or headlines, this one is peaceful, gradual, and profound in its effects. 

The consumers revolution, to give it a name, is making over the lives of mil- 
lions of ordinary people throughout the vast continent south of the Rio Grande. 
For the United States, it means a wholly new element in our dealings with 
Latin America. 

The consumers revolution in Latin America originated, logically enough, in the 
land where the consumer is king: the United States. It was sparked by an 
American enterprise whose success is due precisely to its irresistible consumer 
appeal: Sears, Roebuck & Co. Sears played the role of revolutionary quite un- 
Wittingly—in the beginning at any rate. But the social byproducts of this 
American enterprise are much more significant than anything accomplished by 
any big name official mission we have sent south in recent years; for the impact 
of even the best official mission comes from above, while that of Sears is from 
below, where it counts for most. 
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Other foreign companies operating in Latin America have had close contact 
with the people, but too often it has been of the master-servant kind. In Seary 
case we have for the first time a giant U.S. corporation meeting masses of Latin 
Americans day in and day out on a plane of equality—if not actually revers 
the old roles and making the latino boss, since in an American store the Cus 
tomer is always right. 

A BEACHHEAD IN HAVANA 


Sixteen years ago the Chicago mail-order house with the famous catalog of 
bargains for the whole family decided to enter the foreign field. Its reasons for 
selecting Latin America first were entirely businesslike. Latin America igs oyr 
next door neighbor and the chances of making money there seemed good; cer. 
tainly Sears had no notions of launching a revolution. If its decision had any 
human-interest motive at all, it was perhaps that its president, Gen. Robert BE. 
Wood, had occasionally vacationed in Mexico and had taken a shine to the 
country. When a cousin of his became a successful real-estate operator in 
Mexico City, the idea occurred to Wood that it might pay to set up a store 
there someday. But Sears opened its first Latin American store in Havana, 
Cuba, instead. That was in November 1942. 

The Havana store was largely experimental. It wasn’t until after World War 
II, in 1947, that Sears “invaded” Latin America in earnest. It then opened, in 
Mexico, its first Latin American A store. (An “A” store is the highest of seven 
categories of stores in the Sears chain.) With that, the consumers revolution 
got off the ground. 

In the short period since 1947, Sears has branched out from 2 stores in 
Cuba and Mexico to 55 stores and 13 sales offices in 9 Latin American Republics— 
Brazil, Colombia, Costa Rica, Cuba, El Salvador, Mexico, Panama, Peru, and 
Venezuela these countries contain two-thirds of Latin America’s population. 
Starting with a handful of employees, Sears now employs an army of 10,000, 
nearly all of them natives. Sales which totaled about $15 million annually a 
decade ago have shot up to more than $100 million—a staggering sum consider- 
ing the poverty that prevails in Latin America and the fact that many of its 
inhabitants still live outside the money economy. 

Sears sparked the consumers revolution and continues to be a major stimulus, 
but what we must try to measure is not the company’s achievements per se but 
‘the chain reaction they started. The American mechandising practices which 
Sears introduced have been the catalyst of a revolution affecting the entire Latin 
American buying public. 

We are not attempting here to evaluate Sears, Roebuck & Co. as a company, 
nor even its foreign division, which operates its Latin American stores. Whether 
Sears as a corporation is good or bad, who runs it, who owns stock in it, and 
who makes how much money out of it are other matters, what we are concerned 
with here is one thing alone: Sears’ impact upon the Latin American consumer. 
And that impact, as we shall see, has generally been highly beneficial. 


FOR THE CARRIAGE TRADE ONLY 


There is no secret formula in Sears’ success in Mexico, nor in the changes 
which it has brought to the country. Wilbur F. Plummer, president of Sears, 
Roebuck de Mexico, 8.A., the company’s Mexican subsidiary, told me the story 
of how the company revolutionized the retail business there. At 47, Plummer is 
a veteran of 25 years’ service and has worked his way up from the bottom. 

Until the postwar period, the retail business in Mexico (and Latin America) 
was small and backward, because people never had enough money to buy the 
things they needed. A great many Mexicans continued to receive wages in 
kind, as they had under the feudalistic hacienda (large estate) system, long 
after it was overthrown by the revolution of 1910. Beginning with World War 
II the Mexican Government went all-out to industrialize the country, chiefly by 
offering new industries tax exemptions and similar inducements, and for the first 
time large numbers of Mexicans received money wages and had cash to spend. 
‘The stage was set for someone like Sears to show them how to spend their money 
and get the most for it. 

Why Sears? Why not a native company? The answer is that Mexican de- 
partment stores lived in the past and had no idea of modern merchandising. 
The biggest ones—Palacio de Hierro, Casa Armand, Francia Maritima—had 
been founded by Frenchmen back in the pre-1910 hacienda epoch of the old 
dictator, Porfirio Diaz. Encouraged by Diaz’ French-descended Minister of 
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> contact Finance, José Ives Limantour, department stores had a distinctly French air 
in Sears’ and catered to the carriage trade. They had iron-grilled balconies rising in tiers 
of Latin like 19th century opera boxes, and their merchandising policies were of the same 
eversing intage. 
the cus. : A toate entering a French-style department store would be treated with 
near disdain unless he belonged to one of the best families. Goods and prices 
were hidden. Quality was not guaranteed and variety was limited. Sales per- 
tal sonnel were inefficient and unschooled. Business volume, as a result, was small 
oan and only the higher income groups could afford to dress themselves and furnish - 
a is nal their homes well. When the average Mexican did begin to acquire the cash o 
od: our to qualify him as a department store customer, he took his money to the inade- 
~~ d ved quate specialty shops and street markets (where he has traditionally shopped 
obert “f or bartered). At this point, enter Sears. 
to the Sears inaugurated its first Latin American A store, built around the old 
ator -14 American school building on Mexico City’s Avenida Insurgentes, on February 
a a 7, 1947. For 2 months before opening day Sears staged the biggest and most 
jean, effective publicity campaign ever seen in Mexico and had people saying. 
’ “They’re practically going to give things away.” Yet so pervasive was the 
“ld War thinking of the old French-style establishments that even Sears, notwithstanding 
ened, in its modern outlook and its traditional orientation toward the mass market, 
? estimated that its appeal would be essentially to the upper crust. 
roluti To Sears’, and everyone else’s utter astonishment, people flocked to the Insur- 
oa gentes opening in such multitudes that store personnel and police together were 
ores in unable to cope with them. Sales were small in volume that day, but word-of- 
ie. mouth publicity large. The old Mexican department stores began to ask them- 
"a. and selves: “What is drawing everybody to Sears?” 
alation The answer was soon obvious—display, marking, quality, and prices. Mer- 
10 000 chandise was laid out attractively in orderly stacks on open counters where the 
nally a customer should see and touch it for himself. Every item sold was accurately 
mary fg and fully described and, above all, its quality was guaranteed. The American 
of its shopper takes it for granted that, say, a dress marked ‘100 percent cotton” (or 
wool, as the case may be), is just that; but in Latin countries the customer used 
— to be told that the dress contained 100 percent cotton (or wool) although it may 
oo iat have been 50 percent rayon. When the Mexican public discovered that Sears 
which openly marked an article “50 percent rayon” and that it was probably just as good 
. Latin as the 100-percent pure merchandise and cheaper besides, people jammed the 
American store. The Gallicized establishments, fearing the loss of business, 
aon were forced to adopt the newcomer’s practices. 
"4 NOT A CENTAVO MORE 
cerned Next, Wilbur Plummer relates, “Sears inaugurated a very definite revolution 
sumer. in price policy. Before we came, customers were told the price of an item 
a and goods were not ticketed. Now Mexican department stores ticket 
eir goods.” 

Anyone who has traveled in Latin America knows that when you go into a shop 
anges or a street market you are expected to haggle over the quoted price; this is 
Sears, because the quoted price is usually inflated and everybody knows it. So it was, 
story also, in the department stores. Often as not, an article would have as many 
ote ts different prices as there were prospective purchasers. A good bargainer could 

argue the price down, but generally the store could hang onto a high markup. 
wien) Nowadays when you walk around a Latin American department store you see 
y the the prices clearly marked on all goods, and that is what you pay—not a centavo 
es in more. This delights the ordinary shopper, who is now able to calculate how 
long much he or she can afford to spend and exactly what value his pesos will bring. 
War Along with the one-price policy, Sears also introduced the moderate-price 
Ay by Policy. Its prices in the beginning, however, as noted above, were higher than 
y 4 the average, not only because it oriented itself to the upper-income group but 
end. also because it had to import everything from the United States and costs were 
\oney correspondingly high. But when Sears discovered that its novel practices were 
attracting people of all classes, it concluded that it would pay to supply them 
n de- a made in Mexico and bring prices down. This it has succeeded in 
sing. 
— Some items, like refrigerators, which are still manufactured in relatively 
a small quantities in Mexico, fetch higher prices than in the United States; but 
r of generally the merchandise sold by Sears de Mexico is priced well within the 


bocketbooks of a majority of the Mexican urban population. Even in the new 
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and better class Sears stores, like the one on Mexico City’s Avenida Ejercito 
Nacional which caters to the fashionable Lomas and Polanco districts, prices 
are reasonable. In that store children’s coats last winter cost as little ag 169 
pesos ($13.52); women’s skirts, 119 pesos ($9.52) ; men’s fancy sports shirts, 
69.95 pesos ($5.60) ; boys’ Roy Rogers cowboy shirts, 29.95 pesos ($2.40). And 
in the store’s excellent restaurant, the hungry shopper can get a full-course 
steak lunch for only 15 pesos ($1.20). 

Who is the average shopper in Mexico today? Sears “is certainly reaching 
into the middle classes,” according to a survey published by the National Plan. 
ning Association in 1953. Today, nearly 6 years later, I can report that Sears is 
certainly reaching into the working classes as well. The Ejercito Nacional 
store, for example, notwithstanding its location in a high-class residential dis. 
trict, draws customers from outlying proletarian districts. Nowadays native 
Mexican stores, too, following the Sears trend, attract a large number of Joy. 
paid workers—though, of course, many Mexicans, especially in the small towns 
and rural areas, have yet to see the inside of a department store, Sears or any 
other. 


RIVETS TO RAINCOATS 


Sears, moreover, is playing a vital role in the formation of the Mexican 
middle class—a new phenomenon decisive to the stability and progress of Mexico, 
“It is not just money that makes a middle class,” as the NPA study cogently 
observes, “but rather goods, especially durables * * *.” “Durables” like house- 
hold furnishings and appliances have become available in mass quantities for 
the first time in Mexico. 

Glance into the Mexican middle-class home and you will see the consumers 
revolution in tangible objects. Instead of the leaky old icebox that was there a 
decade ago, an electric refrigerator gleams in the kitchen; the ancient cement 
washtub has been replaced by an automatic washing machine; and the old 
clay oven or coal stove has given way to an up-to-date gas or electric range. You 
may also find a formica-topped table, a blending machine, and other electric 
gadgets in the kitchen; a television set and foam rubber chairs in the living 
room; a handsome suite in Swedish modern style in the bedroom. Out in the 
garage (the Mexican middle class travels on wheels), the man of the house may 
even have a bench stacked with tools purchased at Sears or some rival native 
department store. 

The consumers revolution appears on the streets as well. Wherever the visitor 
goes in Latin America—in the cities, at any rate—he is likely to encounter 
surprising numbers of latinos wearing good and stylish clothes; stenographers 
turning up at the office in fashionable dresses, executives hurrying to lunch in 
three-button single-breasteds, children playing outside the house in dungarees 
and sneakers. (In contrast, in 1917, fully 98 percent of the residents of Mexico 
City went barefoot—now only 2 percent have no shoes.) To be sure they wear 
clothes that are American in style, in preference to Eureopean or native clothes, 
but they buy them at the native department stores as well as at Sears. 

For the consumers revolution is not a foreign import. Though an American 
company was the catalytic agent, the products are homemade. With few excep 
tions these clothes and household goods are made by the Latins themselves out 
of their own materials and in their own plants and factories. (Paradoxically, the 
revolution, while popularizing American styling, is also reviving many purely 
indigenous crafts like ceramics. ) 

When Sears opened in Mexico, it had to import everything it sold. The 
“French” stores had apparently never dreamed of trying to build up local sources 
of supply. Encouraged, however, by the overwhelming response of the Mexi- 
cans, Sears concluded that if it was going to do a volume business it would pay 
to buy everything it could right on the spot. All well and good, but where were 
the plants which could turn out the countless thousands of different items, from 
rivets to raincoats, which Sears stocked? 

Mexican consumer goods production had hardly advanced beyond the cottage 
industry stage. While basic industries like steel boasted great modern plants 
and Mexico led most of Latin America in capital goods production, articles for 
retail trade were still made either in private dwellings by hand or in tiny 
“factories” with one or two machines. Most Mexicans wore clothes made to 
order by seamstresses or tailors working in their homes. 

Sears realized it had to create its own suppliers. Starting with the cottage 
producers, it would find someone who owned a machine or two, lend him money 
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to buy more machines and hire more workers, and give him enough orders to 
assure him a steady flow of work—and Sears a steady flow of goods. To insure 
quality, Sears sent around technicians to check and advise. 

One clothing manufacturer, for example, started with only 2 machines and 
went to 18 in half-a-dozen years. A furnituremaker who employed only 4 work- 
ers jumped to 60. The biggest producer of stoves in Mexico, Acros, achieved 
that position with the help of Sears, increasing its labor force from 40 to 400. 
In addition to the usual forms of aid, Sears also gave Acros the use of its Chi- 
cago laboratories to improve its stove design, even though 80 percent of Acros’ 
production goes to other outlets. 

In a few important instances, Sears has found it necessary to go into the 
supply end of retailing itself in order to insure a regular output of certain 
products. Thus it bought a 50-percent interest in a factory making men’s 
work clothes, and the same interest in another producing sports shirts; this 
resulted in doubling the production of both. Sears also owns 15 percent of a 
plant which manufactures household appliances, and brought into being two 
completely new supply houses, one making TV and radio sets and the other 
wheeled goods. 

Generally, though, Sears relies upon others to make what it needs. It does 
business with a grand total of 2,000 independent Mexican suppliers, large and 
small, all of whom it has aided in various ways. Many of them it put into 
business, while others it enabled to expand. From these suppliers Sears buys 
all but about 2 percent of its huge line. 


THOUSANDS OF JOBS AND CASH IN POCKET 


The impact of Sears upon Mexican industry (and upon industry elsewhere in 
latin America where it has stores) goes far beyond the 2,000 suppliers it deals 
with. The influence of Sears on the Mexican economy is at least fourfold. 

(1) In the first place, as we have shown, Mexico today has a modern consumer 
goods industry because of Sears. 

(2) Mexico’s industrial production as a whole—including capital goods—has 
developed under Sears’ stimulus. Its role in this respect is comparable to that 
of the great New England merchants of the early 18th century who did so much 
to stimulate American industrialization. “Due to the more than 40,000 stock 
units we carry, our influence has reached into more industries and more product 
development than that of any other company,” Plummer claims. Mexico now 
has a plant that manufactures textile machinery; industries making processed 
items such as rayon tire cord, paint, plastics, and glass; and plants producing 
raw materials such as cotton, lead, and zinc. And Sears’ demand has even 
reached into key industries like transportation and oil. 

(3) Labor, too, participates in the consumers revolution. To begin with, in 
the industries which feed the insatiable consumers market a new corps of 
workers has grown up, with new skills—and money to spend in their pockets. 
Sears itself employs 3,560 workers in Mexico alone, only 22 of whom are non- 
Mexicans. The great majority of its Mexican employees have been thoroughly 
trained in modern merchandising and constitute a very highly skilled force. 
They are, moreover, well paid by Latin American standards. 

Wages at Sears, for example, range from 800 pesos ($64) to 6,500 pesos ($520) 
amonth for sales and technical employees, who form the overwhelming majority 
of the company’s staff. The peso brings far more in Mexico than its equivalent 
in American currency, 8 cents, brings in the United States; to make a realistic 
if rough comparison, a Sears employee earning a median salary of 3,000 pesos a 
nonth would live not on the scale of an American earning the equivalent, $240, 
but rather of one earning somewhere between $500 and $750. Besides, almost 
every Sears employee belongs to the company’s savings and profit-sharing fund, 
and receives such benefits as paid vacations, free medical treatment, luncheons 
at cost (averaging about 30 cents each), and a discount on purchases. 

Allowing for local variations, what is true of Sears’ Mexican employees is true 
of most of the 10,000 persons it employs in Latin America, and even, in varying 
degrees, of innumerable thousands more who work for the native department 
stores which follow Sears’ practices. 

(1) Out of this white-collar elite is emerging a type of leader new to Latin 
America, and one destined to play a vital role in the area's general development, 
the department store executive. The future of Sears, for one, as Plummer 
frankly acknowledges, depends in the final analysis upon its Mexican personnel 
and, in particular, upon its Mexican executives. For this reason it is company 
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policy to give promising employees every kind of training they can possibjy 
absorb, including experience in the parent organization in the United States 
The moment they qualify for top posts, they are upgraded. Apart from all else, 
psychologically this is of immeasurable importance as it means that for a change 
the Latins, who have historically been looked down upon by the more advanced 
nations—especially by ours— as “lazy,” “inefficient,” and “unbusinesslike,” are 
treated on the job as equals. 

All but a handful of Sears de Mexico’s top positions are filled by Mexicans, 
Of its 20 stores and sales offices Mexicans manage 16. They also fill just about 
every executive job below manager—assistant managers, credit managers, diyj- 
sion managers, and auditors. The president of Sears de Mexico, Wilbur Plun- 
mer, is one of a very few non-Mexican executives in the entire organization, and 
he looks forward to the day when a Mexican will fill his shoes. 

Typical of many young Mexicans qualified for the top jobs—and of the new 
executive being produced by the consumers revolution—is young Jorge Lemus. 


YOUNG MAN ON THE MAKE 


Three help wanted ads which Sears inserted in Mexico City newspapers before 
the first Mexican store opened brought 15,000 replies. Among them was Jorge 
Lemus’ application. One of the lucky few, he was hired 2 months before the 
store opened. His job: checker. His pay: 400 pesos (then worth about $46) 
a month. Neither this job nor this pay was what Lemus, an educated and 
intelligent young man, wanted or was accustomed to. He had, as a matter of 
fact, left a better position to join Sears. “I decided,’ he explained, “to take 
a chance on Sears’ future in Mexico.” The gamble, he is first to admit, has paid 
off handsomely. 

Lemus didn’t remain a checker long. “I was determined to go up quickly’— 
and he did. In 4 months he was a warehouse manager, in 6 more an assistant 
customers’ service manager, in another 4 a customers’ service manager. That put 
him in the executive category. From there he went to’ floor manager, to super- 
intendent of operations, then in 1952 to manager of his first store in Puebla. 
Five years later he was appointed head of the newest Sears store in Latin Amer- 
ica, the one at Ejercito Nacional, and became the first Latin ever to manage a 
Sear “A” store. 

At 39, Jorge Lemus is sitting pretty. He oversees an enterprise that occupies 
an area of 200,000 square feet, normally carries an inventory valued at 13 to 
14 million pesos (more than a million dollars), and employs 400 persons—as tidy 
a business empire as any ambitious young American executive could wish to ad- 
minister. He earns about 170,000 pesos a year ($13,600 in U.S. currency, but 
worth much more in Mexican purchasing power). He lives in a comfortable 
house in a middle-class residential district with his wife and their four children. 
By the time he is 50, Lemus can, if he wishes, retire on a small fortune (by Mexi- 
can standards) which will then be due him from the profit sharing fund. 

Above all, Lemus and the thousands like him all over Latin America are, for 
all practical purposes, running the consumers revolution—a source of pride and 
satisfaction which money alone cannot be. The revolution, in turn, depends 
upon them, for they are a guarantee that it will continue its present course and 
that the policies and innovations introduced by Sears in Latin America will go on: 
a mass market, a consumer-goods industry, plenty of quality merchandise, a sys- 
tem of honest and reasonable pricing, and a wholesome respect for the customer. 

Sears has taught so well that it is now in the ironic position of the master 
whose disciple threatens to surpass him. Thus, what is by far the most modern 
and best-appointed store in Mexico, if not in all Latin America, has recently 
been opened, not by Sears, but by the native Palacio de Hierro. Only yester- 
day Palacio de Hierro was one of the barnacled French-style stores; today, 
having made a giant leap from the 1890’s to the 1950’s, it is challenging Sears, 
its mentor, for leadership over the Mexican retail business. This is all to the 
good, for only native leaders can ultimately carry the benefits of the consumers 
revolution to all of Latin America’s fast-growing population. 

Sears has: proved to be the most effective ambassador the United States has 
sent abroad in many a year. 


Mr. Boces. Mr. Kellstadt, I have seen a good deal of your opera- 
tions in Latin America, and I can certainly vouch for everything that 
ou have said about these operations. I think the contribution they 
ave made to these countries and the good will they have created 
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toward the United States is quite remarkable. Is it not a fact that 
many of these operations do not only employ almost a hundred percent 
of the nationals of the country, but you also use a large percentage 
of the local resources in the commodities and articles you merchandise ? 

Mr. Kexistapr. Yes; that is true. When we went down there, as 
I stated, we decided that we would build a little Sears, Roebuck in 
each country. We have actually set up a buying organization and we 
buy the merchandise local, providing technical know-how and so forth 
for all these sources. We have through the years added approxi- 
mately 90,000 employees in the several countries who do nothing but 
make Sears merchandise. 

The effect on the economy of the wages that we pay and the wages 
paid by these sources has been one of the most thrilling experiences in 
merchandising as well as the social revolution that I have been priv- 
ileged to witness. 

Mr. Bocas. These 90,000 people either were not employed or were 
employed in occupations that were not anything as remunerative as 
Sears; is that not true? 

Mr. Ke.istapr. Yes; the rates that we pay were considered ridicu- 
lous by competitors at the time we started. They did not believe we 
could pay those rates and still operate economically. We found that 
wecan. Folks in those countries appreciate the jobs. They are very 
devoted. We have nothing but the most pleasant relations with them. 
In addition to the 90,000 employed in the sources, our stores employ 
approximately 10,000 people; 9,900 of the employees in our stores, 
within 1 or 2, are all nationals which we have trained. Only the top 
technical people have gone down there from the United States. 

Mr. Bogas. So that you have also generated tax revenues for these 
local governments, have you not ¢ 

Mr. Kevusrapr. We have won the very fine relationships with these 
governments because we have created new avenues through which they 
can collect taxes. The taxes in these countries, as you know, are 
rather substantial. Yes; the governments feel very friendly to us 
because of that. 

_ Mr. Boaes. Do you feel that this bill would be helpful to Sears in 
its operations elsewhere in the world ? 

Mr. Keitistapr. We are not considering going elsewhere in the 
world at this time, but it would be extremely helpful whenever and 
wherever we do go. We believe that this bill, as now set up, would 
provide the kind of flexibility that would permit us to take earnings 
and reinvest them so as to gain more sales and more profits. We be- 
lieve, too, that as a result of this expansion much more tax revenue 
would accrue both to the governments in the countries where the oper- 
ations are located and to the U.S. Government on the return of the 
profits from foreign operations. These profits will be returned be- 
cause we as a company have a general policy of paying out approxi- 
mately 50 percent of our earnings in dividends to stockholders and 
employing the other 50 percent in the expansion of the business. 

Mr. Boaes. Mr. Kellstadt, there has been some conversation here 
about competition with domestic industries. These markets that you 
have developed in Latin America are not in competition with any 
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Mr. Kewistapt. There was no competition before. This is al] 
strictly entrepreneur. We are blazing a trail. 

Mr. Bocas. It is like Mr. Baker said, you are plowing the back 40, 

Mr. Ketusrapr. Yes. Iam associated with several other companies 
who are doing approximately the same thing. In our case it js 
strictly blazing a trail. It is a thrilling experience. While this re- 
quired considerable courage and experience on the part of the earlier 
officers of Sears, particularly General Wood, it has been a fine ven- 
ture. These ventures are now being held in the position where ex- 
pansion will not be as big as if we had the advantages of H.R. 5. I 
say to you gentlemen that we do not pay taxes with any more thrill 
or enthusiasm than anybody else. However, we don’t have any real 
objection to paying taxes. We think that the privileges of this coun- 
try are great. We do believe that the Government should realistically 
look at foreign operations, the risks and hazards involved, and pro- 
vide avenues which would permit flexibility of operation. We all, as 
someone said here, believe in private enterprise. Let us not build 
fences around private enterprise. This bill is not going to cut the 
revenue to the United States if it goes through. Expansion promoted 
by passage of the bill will bring more taxes than ever before. I am 
hopeful that Congress will see the bill in this light because that is the 
light in which the bill can provide the most help. 

Mr. Boges. Mr. Kellstadt, I congratulate you and your associates 
on the job you are doing. I think “inspiring” is the proper word to 
use. I believe this is the light in which we must view this legislation 
before this committee. 

Thank you very much. 

Mr. Kewusrapr. Thank you. 

The Cuatrman. Mr. Curtis will inquire. 

Mr. Curtis. Mr. Kellstadt, I thought you were not going to give 
the paper but I am glad you did. I want to congratulate you and 
your company on this record. That is mer why many of us look 
into this area as a method of going ahead. 1e interesting thing 1s 
that you have done all this not operating under the Western Hemis- 
phere Trading Act down in Latin America. Isthat not true? 

Mr. Kewistapt. Yes; that is true. There were good reasons for it. 

Mr. Curtis. I appreciate it. The point I am getting at is this: 
You have been able to meet these many other economic factors as well 
as political, and all these other problems, on the basis—I don’t know 
how you have done it—you have done an amazing job, and you have 
done it without the tax incentive. Evidently there were sufficient 
other reasons and other ways of doing it. That is the reason I am 
concerned. This bill is on the theory that the way we get American 
private enterprise to do these things, such as your company has done, 
is through a tax incentive. 

Let me ask one question: You are paying the high wage rates rela- 
tive to the domestic economies where you are operating and it doesnt 
hurt the rest of the economy in the country. ( 

Mr. Keurstapr. No. It provided a standard for them which re- 
sulted in their continued improvement and the economy has improved 
as a result. ’ 

Mr. Curtis. That is the kind of argument I have been listening to 
some of the State Department people and others make, that if we 
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ysed our great domestic markets as an incentive for them to raise 
wages scales in their countries abroad, they say that would disturb 
the rest of the economy by having any particular wage scale in- 
creased. I think your answer is the correct one. Just as you say, 
it probably provided an incentive for others to go and do likewise. 

Mr. Ketustapr. We do it in the United States, too. 

Mr. Curtis. I know you do. Thank goodness American industry 
does. ‘The thing that disturbs me about this bill and the reason I 
want to examine it very carefully is the very fact that companies like 
yours have done these things, are doing them. What kind of opera- 
tion are we going to encourage to do these things through a tax 
incentive? Some of the American operations abroad I regret to say 
I don’t think have done the good job of selling private enterprise. 
I think it is sad but I think the case can be made, that far from 
building the domestic economy, they may have been a drag on the 
market, I don’t think they have encouraged the situation. If this 
kind of additional incentive does encourage some of our manufac- 
turers—after all, you are primarily a distributor—to go abroad sim- 
ply to manufacture to sell into the American domestic market, I am 
afraid that as a motive is not going to be the same kind of motive 
that has been behind your operation which has been to build the 
domestic economy. After all, you gain in the distributive field by 
having a higher standard of living because they are customers in your 
store. Lut if the motive of going abroad is to avoid the social legis- 
lation that we have imposed upon our manufacturers, and then with 
a lower cost to ship back into this domestic market, we are doing, I 
think, the very opposite of what we seek to achieve. It is that area 
that 1am very much concerned about. 

Mr. Kexistapr. That leaves an opportunity for me to express a 
personal opinion. I would say first of all I would not impugn the 
motives of any corporation that went forward to build in these for- 
eign countries because I think the men that operate those companies 
think about the same as we do. They are in a highly competitive 
field. 1 think the technical know-how that is possessed in the United 
States, if it goes over there, and with our ability to train others, that 
they can hold their own and still keep all of the social advantages. 

I think most people in business want those social advantages. 
From our standpoint we are not only distributors. While we may 
not be manufacturers in the usual sense of the word, we actually 
eg in this country about a billion dollars a year at selling prices. 

at is not entirely insignificant. In most of the plants established 
to provide our goods in Latin America we employ the same tech- 
niques that we use here in the United States. The plans that we 
have created in Brazil, Venezuela, and Mexico and in Colombia, all 
of them operate on the same general standards. It is not altruism 
todo that. It is good sound business, because if you want these folks 
to give you real F raanhonn to the job, they have to have a deep appre- 
ciation for their accomplishments; they have to live reasonable com- 
fortably and they have to have some reasonable security in their jobs. 
We try to have those as aims. Those with whom we do business 
generally directing their efforts in the same line. 

r. Curtis. I think your operation is particularly interesting be- 
cause through the distributive field your company encourages the 
433495925 
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manufacturer. Of course, as you encourage the manufacturer jp 
Brazil, it is with the object of serving your distributive efforts, 

Mr. Keuustapr. That is right. 

Mr. Curtis. That means it is based upon the economy of that coun. 
try. If you had an operation such as a shoe company—and I just 
pull that out of the thin air—whose object is just to manufacture to 
sell and its object is to sell in the American domestic market, and if 
it finds that it can get lower cost by going elsewhere to do that, the 
incentives are entirely different from those which lie behind your 
incentives. Their objective is to solely manufacture at as low cost 
as possible, which is an understandable and a very desirable eco- 
nomic effort, to sell, not in the domestic market of the area where they 
are located, but rather to come back in the American market. 

Mr. Keutsrapr. Isn’t that a tariff problem, Congressman? 

Mr. Curtis. I think it is a problem tariffwise and in a lot of ways, 
It is an aspect of a much larger problem. But as I have tried to 
point out in my interrogations before, if we grant an additional in- 
centive that would encourage that kind of thing without putting up 
safeguards we might actually be defeating the purpose that we are 
trying to achieve. 

Mr. Kewusrapr. If you believe that, Mr. Curtis, then safeguards 
should be provided. As you know, Sears is not directly interested 
except in one sense. We often find that safeguards go so far as to 
hamper the effective operation of the principal provision. I hope that 
does not happen here. Moreover, if it is possible—and I don’t believe 
that it is—to manufacture at low cost abroad and sell in the United 
States so as to cut American production, preventing our businessmen 
from doing it will not prevent the practice. Our European competi- 
tors will furnish the capital and know-how to fill the gap. You will 
force American business to leave. In other words, by ruling out 
American companies you don’t stop import into the United States; 
you just widen the door for non-American firms. I think that if there 
is a hole here, then it is a tariff problem, not a problem for H.R. 5. 

Mr. Curtis. There is one final observation. I note on page 16 of 
Mea supplemental statement you explain somewhat briefly why ba 

ave not utilized the Western Hemisphere Trading Corporation Act. 
I would appreciate it if you would expand on that for the record. 
You say that you think H.R. 5, in expanding the Western Hemisphere 
Trading Corporation Act to the other areas of the world, also amends 
it. So it would have been available and helpful to you had those 
amendments been made before, as I understand your testimony. 

Mr. Kextstapr. That is correct. We think there are a number of 
reasons for that. First of all, let me give you the public relations 
reasons why we have these corporations in the countries. We want 
to go in there and be a part of that economy just as we are a part of 
the economy here. So we have created those corporations and sent 4 
minimum number of people with technical know-how to train the rest. 
So we are a part of the economy. It gives us a better feeling of public 
relations and we have better acceptance both with the government and 
with people. We have one Western Hemisphere trade srg = ier 
operating in Central America. The disadvantages of a Western 
Hemisphere trade corporation are many. It is not — to defer 
the imposition of the U.S. tax in such a company. You pay the tax 
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annually on your earnings. We think these earnings should be held 
in such a way that they can be moved from country to country without 
a tax until they are repatriated. That would bea rhythm. It would 
not be interrupted because there was economic or political instability 
in any one of the countries. Also, in order to get the profits of the 
Western Hemisphere corporation over to the parent company the par- 
ent must pay a 7.8-percent intercorporate dividend tax. 

Mr. Curtis. That is more or less one market. Central America is 
alot of markets. 

Mr, Keiisrapr. Central America is a number of very small markets. 
We combine them and operate them in one company. Actually the 
market is so small that one small store here in the States would cover 
them. The other operations in Latin America are much larger. Un- 
der H.R. 5 you can have local corporations in each country and a 
domestic U.S. company to hold the stocks of these foreign corpora- 
tions and it would pay a U.S. tax of 38 percent on foreign earnings 
when they are repatriated as against the present 52 percent U.S. taxes. 
I don’t want to overemphasize the tax rate problem. Some incentive 
is advisable, if it is possible to give it, and it’s necessary if you wish 
American money to be invested in these countries. I understand that 
you do want this. We were importuned by the Government to invest 
in Latin America. We have been importuned to go into other sec- 
tions of the world. We have not gone into other areas yet but we 
are studying it. If you do believe that American private enterprise 
should be encouraged to go abroad, then I think you should provide 
some flexibility and some incentive. Not too much incentive. It does 
not need too much. American business is perfectly willing to take 
the risk of foreign investment but I think an incentive would en- 
courage them. A 14-percent tax rate reduction is not too great. It is 
not nearly as great as it sounds. Other incentives are included in 
H.R. 5. The most important of these is the overall tax credit. Many 
Latin American countries have taxes equal to or greater than ours. 
I think only two principal countries in South America have taxes 
lower than ours now: Cuba—Cuba has now increased their taxes— 
and Venezuela. Peru is higher than the United States; Mexico is 
about the same as the United States. The overall tax credit would 
allow us to average these foreign taxes in computing our U.S. tax. 
However, as I said, tax reduction is not all important. ‘Flexibility and 
the ability to bring these funds into a place and hold them in a single 
corporation to use them where they can best be used is also extremely 
important. I think I should expand on this so as to say it properly. 
Flexibility would permit a retreat in case of political or economic in- 
stability. None is available now. To protect ourselves against politi- 
cal or economic instability, we must impair the solidarity of our cor- 
portion because we must withdraw foreign earnings and pay U.S. 
taxes on them instead of holding them in a safe place until the eco- 
homie or political instability passes and then putting them back to 
work, This is practical because instability does a We have seen 
itcome and go time after time in the 17 years we have been operating 
in Latin America. 

Under the present plan we can’t do this. It is important in our 
case. The tax incentive is important for a number of people. It is 
hot as important to us as the flexibility. Flexibility is very important, 
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Congressman, if you wish American funds to be invested in thes 


countries. Of course, if you don’t want more investment then that 
is another matter. 


Mr. Curtis. I certainly do. 

Thank you. 

The Cuarrman. Mr. Betts will inquire. 

Mr. Berrs. From time to time it has been intimated that lower 
wages in these countries has been a factor. To sort of bring it into 

erspective, is it a fair question to ask you how the wages you pay in 
eru or these South American countries compares with the Wages 
you pay the same type of help in this country ? 

Mr. Keuusrapr. ‘They are lower there. Our wages in those cou- 
tries are substantially higher than any of the other wages there and 
they are rapidly moving to a point where they will close the gap, 
The gap is not closed yet. 

Mr. Berrs. By closing the gap you mean equal the wages of the 
United States. 

Mr. Keuistapr. Yes. Equal wages based on purchasing power. 

The CHatrman. Are there any further questions? If not, Mr. 
Kellstadt, we thank you, sir, for your statement. 

Mr. Kexusrapr. Thank you. 

The Cuarrman. Our next witness is Mr. Crowell. 

Will you please identify yourself for the record by giving your 
name and address and the capacity in which you appear ¢ 


STATEMENT OF G. KENNETH CROWELL, VICE PRESIDENT OF 
FINANCE AND LAW, AMERICAN PAPER & PULP ASSOCIATION 


Mr. Crowetu. My name is Kenneth Crowell. I am appearing today 
in behalf of the American Pulp & Paper Association. My company 
affiliation is Kimberly-Clark Corp. of Neena, Wis., a member of the 
paper industry and the pulp and paper association. 

he CuairMan. You have material attached to your statement. 
Do you desire to have that inserted in the record ? 
r. CROWELL. Yes. 

The CuarrMan. Without objection your entire statement and that 

material will be included in the record. 
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(The material referred to follows :) 


How nations rank in per capita paper consumption 
[Latest 1957 statistics for both paper and paperboard gathered from over 90 nations and territories} 


Population 
(1957) 


Population 
(1957) 


Per 
capita 
con- 


tion fn 


1, United States. 
Canada. 
Sweden. 
Great Britain 
Switzerland 


Australia... 
Denmark 


West Germany 
Finland_... 

. Belgium 
Netherlands. 


. Cuba 

. Japan 
Czechoslovakia 
Israel 
Italy.... 


Argentina..... 
Hong Kong 
Rumania... 
British Honduras 
Poland 

Russia_. 

Mexico 


Chile... 

Hungary 

Bulgaria 

Colombia 

Spain 

Panama 


Yugoslavia 


Venezuela 
t 


East Germany-.------ 


British 


Egyp 
Federation of Malaya... 


172, 000, 000 
16, 650, 000 
7, 310, 000 
51, 455, 000 


91, 100, 000 
13, 224, 000 
2, 000, 000 
48, 483, 000 
2, 909, 000 
14, 167, 000 
2, 700, 000 
20, 000, 000 
2, 677, 000 
17, 500, 000 


. Iraq 
. Philippines 
. Nicaragua 


. Algeria 
. Dominican Republic - -- 


Honduras... 
. Communist China. 


. Paraguay.-...-- 
. Indonesia 


. Communist Vietnam... 
. Rest of Asia 
. Ethiopia 


. Rest of Africa 


Sy 


-1 


32: 


& 


233323838 
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How Communist nations and others compare 
[Based on statistics gathered by Pulp & Paper from 93 nations and territories] 


Population 


1957 per capita 
consumption 
of paper 


1957 pulp 
production 
(in short tons) 


1957 paper and 
paperboard 
production 

(in short tons) 


Communist bloc 1 
All other nations 


916, 611, 000 
1, 883, 389, 000 


5, 439, 204 
50, 060, 253 


6, 155, 927 
62, 026, 504 


2, 800, 000, 000 


55, 499, 457 


68, 182, 431 


Included in Communist bloc are Russia, East Germany, 
hina, North Korea, and Communist 
dependence in international affairs. 


ulgaria, Communist C 


in free world figures because of its in 


Source: 1958 review number—Pulp & Paper. 


Poland, Czechoslovakia, Rumania, Hungary, 
Vietnam. Communist Yugoslavia is included 


375 
capita 
sum p- 
tion fn | 
pounds pounds 
(1957) (1957) 
61. British Caribbean Fed- 
2 3, 180, 000 10.0 
52. Puerto 2 278 0 
| 5, 100, 000 1 §3. El 
3, 500, 000 1) 54 
52, 679, 000 1 
dea 8, 951, 443 1 60 daa 
69) 
74 
76. Belgian Congo..--.-----| 17,5 
------| _ 28,420,000 | 78. Central African Feder- ee 
32, 500, 000 79. Dutch-French Guianas. 279, 000 
6,800, 000 || 81. _ 20, 686, 000 
ad 9, 700, 000 | $2. India...----------------| 380, 000, 000 Oe. 
7, 667, 000 83. North Korea__.-.------| 8,000, 000 
ite 12, 939, 000 || 84. Pakistan....-------.----] 83,693, 000 ae 
ae 29, 431, 404 | 85. Portuguese Africa......- 10, 412, 000 Grae 
9, 032, 203 || 86. 10,000, 000 
934, 000 | 87. Republic of 10, 000, 000 
61, 000, 000 || 89. Freneh West Africa...-- 18, 747, 000 
9, 500, 861 90 12. 000, 000 
8, 100, 000 91 64, 000, 000 
18,259,000 92 19, 500, 000 
1, (000, 000 || 93 100,000, 000 
23. 410, 000 Total...--------------|2, 800, 000, 000 ; 
6, 252, 000 cue 
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Mr. Crowetu. Iam a director of that company. My principal areas 
of responsibility are finance, law, and foreign operations. I think it 
is fair to say that Kimberly-Clark was more or less a pioneer jn 
paper sampenene in projecting its oversea and developing foreign 
markets. The pulp and paper associations is the overall national 
association of the paper and pulp industry. This industry operates 
in some 38 States and in many foreign countries. In the United 
States there are some 815 papermills which are owned and operated 
by 495 different companies. In addition, there are upwards of 5,000 
manufacturers of converted paper products. More a 500,000 em- 
ployees of the paper and allied products industry together with up- 
ward of 2 million of their dependents rely on a healthy pulp and 
paper industry for their livelihood. 

_ Companies in this basic industry are small, medium, and large in 
size, with many single plant operations and some multiplant opera- 
tions. Domestic payrolls of the industry approximate $3 million 
a year. In 1958 nef sales aggregated more than $10.5 billion. The 
paper industry is a substantia) taxpayer, both at national and local 
levels. In 1958 companies in the industry paid $600 million in taxes 
to the United States, and State and loca) taxes amounted to $200 mil- 
lion. The paper industry is a growth industry, recognized as such 
by most of the financial] analysts of the country. Constant new uses 
and new users both at home and abroad are being found for its many 
and varied products. 

The use of paper has some interesting connotations as an economic 
indicator. Last year the consumption of paper in the United States 
amounted to 406 pounds per capita. That is a growth from about 60 
pounds per capita in 1900. Over 35 million tons of paper and paper 
products are now consumed yearly in the United States. Of this, 
about 5,300,000 tons are imported and only some 830,000 tons are 
exported. Newsprint alone accounted for 77 pounds per capita con- 
sumption, and made up almost all of the imports. Looking for a 
moment at the rest of the world, we see that the highly developed, 
mature economies are also large users of paper, while the lesser de- 
veloped, newer economies consume smaller amounts of paper. At- 
tached to our written testimony is a statistical summary of paper 
consumption, so, rather than quote you figures, I would merely like 
to point out a few of the facts. 

n Central America, Mexico is the largest consumer on a per capita 
basis; in South America, Argentina, Uruguay; in Europe, Sweden, 
Norway, Britain, Denmark, Switzerland, Netherlands, more or less 
in that order, are the largest consumers; from 220 to 145 pounds per 
person. This is not surprising—their cultures are much like ours, they 
are very literate, they mass produce goods and package them; we ex- 
pert them eventually to make as much use of paper per capita as we 

o. What about some of our other friends, those we are aiding and 
must continue to support for some time to come? 

Iran less than 2 pounds, Turkey 7 pounds, India less than 2 pounds 
per person, Burma 2 pounds, Indochina 1 pound, Japan 70 pounds 
(obviously not in this group), South Korea 4 pounds. The conclu- 
sions are there, gentlemen, advanced maturing economies are literate 
with a broad base of an informed population; industrial with a com- 
plex, many-sided structure of production capacities together with all 
types of and capacities of people. The slower moving economies are 
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not as literate, are principally agrarian and extractive. We can go 
one step further: large paper consumers mean a culture of many indi- 
vidual enterprises, a democratic society where each man has the 
opportunity to be informed, productive, and a producer of savings; 
small consumers usually a two-class society, frequently not democratic 
for lack of an informed population. 

Gentlemen, the future of the paper and pulp industry in the United 
States may well be limited to a bit more than per capita growth. Sub- 
stantial growth of the industry lies in its activities outside of the 
United States. Given only the need to supply paper for communi- 
ties at home, the ‘potential is obvious. The industry is going to go 
abroad with its products and know-how in increasing numbers. The 
benefits of this growth should be controlled and fully realized by a 
U.S. foreign business corporation, H.R. 5 is designed to do just 
that. 

Papermaking is an ancient art which even today, after 50 years 
of intensive technological progress, is in many ways a domain of the 
individual papermaker, Equipment can be simple to run, using the 
judgment of the papermaker as the control device, or it can be huge, 
complex, electronically controlled machinery. In either case, the 
initial capital investment is high. The time necessary to build, in- 
stall, and start wp paper and pulp installations is lengthy. Once op- 
erating, the equipment is economically productive only if run on a 
more or less continuous basis. Without sure, immediate markets, a 
paper operation can be a marginal operation for some time. 

ILR. 5 is not a giveaway bill. It is the result of years of delibera- 
tion to find a means of strengthening American business in its strug- 
gle for markets abroad. H.R. 5 makes it possible for American busi- 
ness to remain American, to use American management services and 
methods for its international business by staying at home. Certainly, 
we must learn to solve our product and marketing problems at the 
point they occur abroad. But, at the same time, we should be allowed 
to use the resources of the United States in assisting us to run our 
business abroad. 

Section 2 of H.R. 5, that dealing with the “foreign business corpora- 
tion” and the deferral of tax on its foreign earnings, should be pre- 
sented to the Congress as it is now written. The objections raised 
concerning the possible loss of revenue to our Government are short- 
sighted. We are attempting to strengthen the private sector of our 
economy in its joint effort with the Government toward assisting the 
lesser developed countries. Increased investment is necessary on a 
sound business basis, together with intelligent basic development loans 
by such agencies as the Export-Import Bank and the World Bank. 
A sound business basis requires earnings and it, therefore, stands to 
reason that earnings will accrue to those foreign business corporations 
and will, when paid to the parent as they must eventually be, increase 
the revenue of our Government. “And as ye sow, so shall ye reap.” 

Deferral limited to earnings of those investments in lesser devel- 
oped countries is self-defeating. As pointed out, our industry has a 
high initial cost, slow start up, and a low rate of return until the full 
market potential is reached. To limit the paper and pulp industry 
to reasonable returns from the lesser developed economies, is to slow 
down further investment there, not speed it up. The tax sparing 
Principle (sec. 6) should be enacted, if for no other reason than it 
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makes diplomatic sense. The effort of our free neighbors to attrac 
investment must be fostered by our tax policies, whether or not their 
tax philosophy agrees with our own. 

Section 3 of H.R. 5 calls for the modification of section 367 of the 
1954 code, in order to eliminate the prior approval of the Commis. 
sioner requirement on transfers of property. Section 3 should be 
left in the bill as it is now written, as it is complementary to section 9 
The Treasury objects to section 3, noting that it would encourage the 
increased use of foreign-based corporations. They suggest only 4 
partial listing of 367 requirements and further suggest that the divi- 
dends from foreign-based companies be eligible for the deferral fea- 
ture of section 2— 


only where that corporation itself derives at least 95 percent of its growth 
income from foreign sources and at least 90 percent from the active conduct of 
a trade or business abroad. 

This precludes a holding and/or managing company abroad from 
the tax deferral of section 2. The decision to maintain a foreign- 
based company is a business decision determined by many factors 
other than taxes. Treatment such as suggested by the Treasury com- 
pletely ignores this fact. We urge that section 3 remain as is; any 
limiting of its present form will reduce its effectiveness below that 
already available to the majority of foreign-based companies. 

Section 5, which calls for the substitution of the “overall country’ 
basis for the present “per country” basis is a natural extension of the 
tax deferral feature. The Treasury’s objection on a loss of revenue 
basis is again shortsighted. Tax detevsl is simply that; expanded 
foreign operations will produce increased earnings through the for- 
eign business corporation and increased tax revenue when paid to 
the parent. There is no “loss”; there will be a “gain” over a reason- 
able period. 

Time here, gentlemen, is limited, but I have endeavored to make it 
patently clear that H.R. 5 should be promptly enacted as a step to en- 
courage U.S. private investment abroad. We believe such investment 
will pay dividends many times over to American industry and the 
country itself, and we, therefore, urge this committee to act promptly 
and favorably on H.R. 5 and report it for early enactment. 

Thank you. 

The Cuarrman. Mr. Crowell, we thank you, sir, for bringing to us 
the views that you have expressed with regard to H.R. 5. 

Are there any questions? 

Tf not, we thank you, sir. 

Mr. Thank you. 

(The following letter was received by the committee :) 


VALLEY Paper Co., 
Holyoke, Mass., July 18, 1958. 


Hon. D. 
Chairman, House Ways and Means Commitiee, 
Washington, D.C. 

Dear Mr. Mrits: My attention is called to statement filed with your com 
mittee by the American Paper & Pulp Association, in support of H.R. 5, the For- 
eign Investment Incentive Tax Act of 1959, submitted to the House Ways and 
Means Committee. He purports to speak for the entire industry, on the basis 
of authorization apparently granted by certain official groups thereof. 

The purpose of this letter is to inform you that he certainly does not speak 
for the entire industry—as an illustration he does not speak for us, and there 
are undoubtedly others in our position. For ourselves we do not like the im- 


| 
wh 
| ge 
| fr 
| 
4 
of 
\ 


) en- 


ptly 


8. 


FOREIGN INVESTMENT INCENTIVE ACT 379 


plications of the proposed measure, and object to a handful of individuals un- 
jertaking a final commitment for all without the said “all” having prior knowl- 
edge of the facts with a view to expressing themselves if they should so desire. 
itreminds me of an incident last year when, by a similar device the industry, 
socalled, became committed to support of GATT (an international agreement 
ghich only spells control by aliens over American domestic and foreign trade. 

In the case at hand I would by no means give affirmative support without 
further and complete knowledge concerning a number of points raised by the 
gentlemen in question : 

1, On page 2, second paragraph: why must we continue to support “our 
friends” for some time to come. For how long and on what basis? If it is to 
be foreign aid as such and as heretofore I refuse to subscribe. 

9 On page 3, paragraph 2 he refers to the growth potential of industry activi- 
ties outside the United States—states flatly the industry is going abroad with its 
know-how in increasing numbers, and such growth should be controlled and 
realized by a U.S. foreign business corporation. Presumably this means just 
what it says—that a single corporation (which for all I know might well be 
Federal in its makeup and/or authority) is to control industry activities abroad. 
I would not subscribe to such a condition. I have no objection to any corpora- 
tion (or even group of same that may voluntarily wish to do so) engaging in 
mutual efforts for the advancement of their interests outside our country—but to 
establish by law an authority as seems proposed for the entire paper industry 
appears Outlandish, unreasonable, and dictatorial, to say the least. The dangers 
are such as to make this proposition quite unacceptable. 

3. On page 4, first paragraph, there is mention of “using the resources of the 
United States in assisting us to run our business.” Here is another implication 
that the scheme is intended to permit legalized transfer of public resources for 
use of a special interest. Any kind of such transfer (no matter what the cir- 
cumstances) is unacceptable to us. 

4. The cat comes out of the bag more clearly in paragraph 2 of page 4 by the 
sentence “we are attempting to strengthen the private sector of our economy in 
its joint effort with the Government toward assisting the lesser developed 
countries.” Insult is added to injury by the next sentence, “increased invest- 
ment is necessary on a sound business basis—using development loans by such 
agencies as the Export-Import Bank and the World Bank.” Who will decide as 
to the “business basis,” and how does anyone know it will be sound—or governed 
by considerations as reek to high heaven under our present foreign aid regime? 

The whole program seems to represent the kind of activity by or at the risk 
of the Federal Government which we must eliminate in the interest of the 
American taxpayers as well as our national solvency. It constitutes a clear 
program of socialization of the entire gigantic American paper industry (if you 
want to call it that) outside of the United States—which (as things are going 
at our Government) level, might sometimes be applied to the industry within. 

It is another plan to use (by authority at the top) dollar of the American 
taxpayers and national resources for a particular group (however worthy their 
objectives may be made to appear). We don’t like it in any respect whatso- 
ever (business or otherwise—and I am sure this would be the view of others in 
this industry). Kimberly-Clark can speak for themselves (which goes for the 
rest)—but they can’t speak for us. 

I am reminded of the National Council of Churches, which claims to speak 
for some 18 million Protestants (but in fact represents only a rather small 
fraction of that number). 

— as to the wholesale use of American (taxpayers) funds I continually 
nk of the International Monetary Fund. Russia (by admission of the Secre- 
ary General of the United Nations) has not been paying its dues for several 
years—so an equal amount has been obtained from the International Monetary 
Fund. As the United States contributes 80 percent of that fund the American 
Tres have been (in practical effect) paying the dues of Russia to the 
‘ ed Nations. Some might ask what that has to do with H.R. 5. Obviously 
; is one more burden on our backs which has to be relieved unless we are to 
bey a popular explosion—which is nothing to look forward to, when you 
sider the capabilities of the American people under such circumstances. 
Very truly yours, 
GrorGe B. Fow er, 
Treasurer, Valley Paper Oo. 
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The Cuamman. Our next witness is Mr. Calder. Will you 


identify yoursefy by giving us your name and address, and the ca- 
pacity in which you appear. 


STATEMENT OF ROBERT G. CALDER, JR., GENERAL COUNSEL, 
CAMPBELL SOUP CO., CAMDEN, N.J. 


Mr. Cauprr. My name is Robert G. Calder, Jr., and I am general 
counsel of Campbell Soup Co. 


The Cuatrman. Will it be possible for you to conclude your state. 
ment in 10 minutes? 

Mr. Cauper. Yes, I believe it will. 

The Cuamman. If you omit any parts of it, without objection your 
entire statement will appear in the record as well as the material you 
have submitted. 

Mr. Carper. We are delighted to have this opportunity to appear 
before the House Ways and Means Committee in support of the for- 
eign business corporation provisions of H.R. 5, the Boggs bill, since 
we feel that this eetaiction will provide answers to many of the most 
serious problems which we have encountered in our operations abroad. 

It is the purpose of our testimony to support the general principles 
of removing restrictions on doing business abroad. We believe that 
“removing restrictions” is a fairer description than “incentives” as 
subsidies are not involved and no form of subsidy is requested. In 


fact, we believe the removal of restrictions can and will encourage 

American investment abroad which, in developing the economies of 

foreign countries, will reduce this country’s burden of foreign aid. 
We wish further to support the principles and approach of Mr. 


Boggs’ bill H.R. 5, particularly the provisions for foreign business 
corporations, as a sound approach to removing restrictions. 

Further we wish to call attention to a discrimination which exists 
under the present law and which will continue to exist under E.R. 5, 
by which our company and other U.S. business corporations are pre- 
vented from adopting sound corporaté structures permitted to their 
competitors. 

Campbell Soup Co. has been in business in the United States since 
1869 and, since 1916, has exported canned soups and other products to 
customers in 100 countries. In 1930 we began the manufacture of 
soups at New Toronto, Ontario, in order to supply our Canadian cus- 
tomers more easily. We now have a second plant at Chatham, On- 
tario, and are constructing a third Canadian plant in the Province of 
Manitoba. Since 1934, we have had a branch in the United Kingdom 
for export sales to the United Kingdom. Recently we commenced 
operations at manufacturing plants in northern Italy and the United 
Kingdom. Presently we hope to expand our overseas manufacturing 
to several additional countries. ao 

Although Campbell Soup Co. has been actively exporting its 
products for more than 40 years, the decision to manufacture abroad, 
except for Canada, was made only recently, and was directly related 
to restrictions on the importation of our products adopted in almost 
all of our export markets. In the United States, canned soups are 4 
basic food. We believe that 9 out of every 10 families in the United 
States serve canned soups from time to time. -This is not, however, 
true generally in countries outside the United States and Canada. We 
believe that the manufacture and distribution of our products abroad 
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will serve the desirable purposes of raising what are now primitive 
levels of health and nutrition. Fruits and vegetables for canning 
are harvested at the peak of flavor and nutrition, these values are 
reserved by the canning process, and such foods can be distributed 
widely and at all seasons. In the great number of countries where 
fresh fruits and vegetables are now available only at limited seasons 
and with limited distribution, canned foods are essential for an im- 
provement in living standards. Our canned soups can also provide 
clean and healthful foods in wide distribution. 

I would like to emphasize that we do not expect that our products 
can be manufactured outside the United States with lower foreign 
costs and reimported into the United States. It is not, in our case, 
simply a question of the relatively high U.S. duty. Ours is a volume 
product with a relatively high shippmg cost per unit. Moreover, it 
appears almost impossible to achieve outside the United States the 
economies of large-scale manufacturing operations we enjoy in the 
United States. Our company wishes to have freedom to establish sou 
manufacturing facilities abroad for sale of our soup products abroad. 

We also believe that the establishment of manufacturing facilities 
abroad will be doubly welcomed by foreign countries, because of in- 
dustrialization and because our operations provide a market for local 
agricultural products as well as a source of healthful foods. 

When the provision of H.R. 5 first came to our attention, we were 
delighted that provision was made for foreign business corporations. 
These provisions, if adopted, will permit the rational consolidation 
and centralization of foreign operations in one domestic corporation. 

We wish to emphasize that the principles involved in section 2 of 
H.R. 5, which are generally referred to as “tax deferral,’ do not 
broaden the scope of deferral which has been a part of our law since 
the adoption of the 16th amendment. A foreign corporation, as a 
subsidiary of a domestic corporation, has always had the precise same 
deferral now proposed for a foreign business corporation. Section 2 
would apply the same rule to a domestic corporation meeting stringent 
requirements, and with many safeguards, so that foreign incorporation 
is not required. 

Domestic incorporation has a number of advantages. A U.S. cor- 
poration provides some protection from foreign expropriation. It is 
exposed to the governing law of only one jurisdiction which can, for 
example, revoke or alter its charter. It has the advantages of U.S. 
treaties. It has some advantages under currency restrictions. And 
there are other nontax advantages in U.S. incorporation. Section 2 
would permit these nontax advantages while continuing the same 
standards of deferral always applicable to foreign corporations. 

It should be noted that H.R. 5 proposes a tax “price” for these non- 
tax advantages in that foreign income will always be treated and taxed 
as ordinary income, and foreign income could not be accumulated and 
thereafter distributed at capital gains rates as in the case with a 
foreign subsidiary. 

The application of these rules of deferral of taxes on foreign in- 
come by a domestic corporation as well as a foreign corporation would, 
in our estimation, remove a major restriction which is clearly related 
to the actual problems of operations in foreign countries. The 
ultimate fact of deferral of US. taxes on foreign income is that 
the impact of taxation is postponed until the income is available for 
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enjoyment in the United States or by U.S. citizens. Practically, this 
means that U.S. income taxes can be paid in local currency, since 
the parent has substantial control over the time when dividends are 
aid and can postpone the payment of dividends in periods when 
ocal currency difficulties make conversion of the currency into US, 
dollars impossible. A further effect is that losses suffered in the 
earned surplus account of foreign operating subsidiaries are fully 
taken into account before the Us taxes on these foreign earnings are 
paid. Deferral also recognizes the necessity for reinvestment, and 
the fact that in many foreign tax systems reinvestment reserves are 
required. 

If the general principle of deferral of taxation on foreign income, 
established in the Internal Revenue Code at its inception, is accepted 
as settled and equitable, the foreign business corporation provisions 
of H.R. 5 are a logical extension of the principle. Deferral is now 
limited, by accident, to foreign subsidiaries. 

By providing for domestic incorporation of base companies and 
extending deferral generally to foreign operating income, H.R. 5 
recognizes the essentially unitary nature of international operations 
in the manner in which it is thought of and handled on a day-to-day 
basis by executives with responsibilities in this area. The most at- 
tractive features of the foreign business corporation provisions is 
that they will permit us to centralize control of our international op- 


erations in one domestic subsidiary. Due to the difficulties in obtain-. 
ing satisfactory ingredients for our products, each plant which we 
establish outside the United States will be dependent, in some meas- 
ure, on each other plant. For example, it is impossible to grow satis- 


factory tomatoes in the United Kingdom. Consequently, it is neces- 
sary to supply the requirements of our United Kingdom subsidiary 
for tomato soup, tomato juice, and blended vegetable juices from our 
Italian subsidiary. These two subsidiaries engage in substantial in- 
tercompany transactions. Purely as a business matter, these opera- 
tions can best be handled by centralizing foreign operations in a single 
subsidiary which in turn owns the manufacturing corporations in 
various countries. This is the widely used form of organization of 
foreign operations. 

Under provisions of the present law which were never intended to 
apply to our business operations, our company has not been able to 
take advantage of the use of a foreign base company to own its manu- 
facturing companies and supervise its foreign operations. We are 
not permitted to use a foreign base company because, although we 
have over 16,000 shareholders, more than 50 percent of our stock is 
considered held by a few stockholders. Such a foreign base com- 
pany, under the present law, could be classified as a foreign personal 

olding company. when it receives dividends from one manufacturing 
subsidiary to reinvest in another manufacturing subsidiary. If it 
were so classified, the U.S. parent would be immediately subject to 
U.S. taxes on this subsidiary’s income, even though no income 13s 
transmitted from the subsidiary to the United States. This unin- 
tended result applies only to a relatively few companies in which 
the stock ownership is not widely spread. Most companies with 
which we compete do not have this problem. ; 

If the provisions of H.R. 5 are adopted, the discrimination now 
felt by our company will become even more severe. We will not be 
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able to form a foreign business corporation under H.R. 5 since such 
a subsidiary could as readily become a personal holding company. 
Thus, we would be required to distribute that subsidiary’s income in 
each year or pay a prohibitive surtax on its retained earnings. 

This does not mean we are not in favor of H.R. 5. We support 
HR. 5 strongly. 

We and a number of other companies similarly situated are thus 
under a substantial disadvantage in extending our operation into 
foreign countries as compared to those of our competitors whose 
stock is all widely held. 

The code provisions relating to what are called personal holdin 
companies and foreign personal holding companies were accel 
to prevent incorporated investment pocketbooks which would be taxed 
only at a separate and lower domestic tax rate or which might not 
be subject to U.S. tax at all in foreign corporations. Rules were 
devised under which domestic pocketbook corporations either dis- 
tribute all income or pay a penalty tax, and under which the income 
of foreign pocketbook corporations is taxed currently to U.S. stock- 
holders even though not distributed. Two conjunctive tests are pre- 
scribed in each ease, one being that a single family or close group 
owns together more than half the stock, and the second being that the 
income of the incorporated pocketbook be mostly from investments 
and not from active business. There is no quarrel with the policy 
and general application of these provisions. 

However, in the situation here discussed, these provisions uninten- 
tionally discriminate against those American business corporations, 
which are active businesses and in no sense investment pocketbooks, 
but which are more than half owned by a few stockholders. Because 
the intermediate corporation described above must largely share in 
profits of its manufacturing subsidiaries by means of receiving inter- 
est on capital advanced and dividends from profits, this intermediate 
subsidiary will frequently meet the technical definition of the types of 
income which will cause it to be a personal holding company, even 
though that income is actually from the overall business profits. 

Then the stock ownership 1s traced through the parent corporation 
to the stockholders of the parent corporation. If the parent corpora- 
tion’s stock is closely held, the foreign intermediate pubsidia ry is then 
classifiable as a foreign personal holding company even though in no 
sense is it an incorporated family pocketbook. The present law then 
requires, only in the case where the U.S. parent corporation’s stock is 
closely held, that all income of the intermediate subsidiary be taxed 
immediately to the U.S. parent corporation, even though not distrib- 
uted. This is a U.S. tax burden not imposed in the general case. It 
is believed this burden was not intended to be imposed in such dis- 
criminatory fashion against U.S. business corporations with only a few 
stockholders. 

The purpose and policy of the personal holding company sections of 
the Internal Revenue Code of 1954 do not warrant or require this ap- 
plication of personal holding company treatment to subsidiaries of 
manufacturing corporations. The primary purpose of these sections 
is to prevent the substitution of the lower corporation tax rate for the 
individual tax rate. The earnings of manufacturing corporations are 
to be taxed at the corporate rate in any event. Where a foreign busi- 
hess corporation is the wholly-owned subsidiary of a manufacturing 
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corporation and represents the normal development of that corpora- 
tion’s manufacturing business, the application of the personal Mold. 
ing company sections works a hardship neither contemplated nor in- 
tended by the personal holding company legislation. 

Certainly, the public stockholders of a closely held business cor. 
poration should not be discriminated against because of the character 
of a part of the ownership of the company. Further, the tax laws 
should not operate in a discriminatory manner to promote the for- 
eign operations of one company while penalizing the foreign opera- 
tions of its competitors. 

This discrimination can easily be avoided by excluding from the 
definition of “personal holding company income” those receipts which 
are actually business profits but which, because of desirable corporate 
structures, must be taken as dividends or interest from foreign operat- 
ing subsidiaries by foreign or domestic base companies. 

We would like to see added to H.R. 5 provisions modifying sections 
543 and 533 of the Internal Revenue Code, to accomplish this simple 
change. We have included in the copies of our testimony a draft 
amendment to H.R. 5 to accomplish this. 

This proposed amendment has been carefully drafted to confine its 
application to the instances of business discrimination described above, 
and to avoid granting exception in any case which should be covered 
by the personal holding company provisions. 

SEC. 8. CERTAIN PERSONAL HOLDING COMPANIES 

(a) Section 543(a) (1) is amended by adding at the end thereof the following 
sentence : 

“This paragraph shall not apply to dividends, interest, or royalties (other than 
mineral, oil, or gas royalties) received or accrued by a corporation if— 

“(A) during its entire taxable year more than 50 percent in value of its 
outstanding stock is owned by a domestic parent corporation, 

“(B) such domestic parent corporation is not at any time during its tax- 
able year which ends with or within said taxable year a personal holding 
company and would not at any time during its said taxable year have been 
a personal holding company if all rents (including interest in lieu of rents), 
regardless of what percent of the gross income such rents constitute, and all 
royalties (including mineral, oil, and gas reyalties) received or accrued had 
constituted personal holding income, and 

“(C) the dividends, interest, or royalties so received or accrued are re 
ceived or accrued from a corporation in which the recipient owns, directly or 
indirectly, more than 50 percent in value of the outstanding stock (or such 
lesser percentage as is the maximum percentage which the recipient corpora- 
tion may own under the law applicable to the payer and/or recipient cor- 
poration), and which for its taxable year which ends with or within the 
taxable year of the recipient corporation and for its two preceding taxable 
years (or for such part thereof as said corporation was in existence) has 
derived 70 percent or more of its gross income, if any, from the active con- 
duct of a trade or business and from sources without the United States.” 

(b) Section 553 is amended by deleting the period at the end thereof and add- 
ing the following: “unless such interest or royalties do not constitute personal 
holdings income under the last sentence of section 543(a) (I).” 


Mr. Caper. We understand that this is the same amendment re- 
ferred to in the testimony submitted by Mr. Quinn to you. 

Thank you. 

The Cuatrman. Mr. Calder, we thank you for discussing this mat- 
ter with us this morning. You can be sure that your suggested amend- 
ment will be considered by the committee when this matter is con- 
sidered in executive session. 

Thank you very much. 
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Mr. Bocas. I would like to point out that this is the same problem 
that was previously discussed, a problem that is common to a lot 
of other companies. 

The Yes. 

Thank you again. 

Mr. Caper. Thank you, Mr. Chairman. 

The Cuarrman. Our next witness is Mr. Warn. 

[| understand he is not in the room, so we will hear next from Mr. 
Balgooyen. 

Please identify yourself for the record by giving us your name, ad- 
dress and capacity in which you appear. 


STATEMENT OF HENRY W. BALGOOYEN, EXECUTIVE VICE PRESI- 
DENT, AMERICAN & FOREIGN POWER C0., INC., NEW YORK, N.Y. 


Mr. Bareooyen. I am Henry W. Balgooyen, executive vice presi- 
dent of the American & Foreign Power Co. I wish to express the ap- 
preciation of my company for this opportunity to present our views 
on the pending legislation on U.S. taxation of foreign income. 

I have been active in the foreign investment field for more than 20 
years, as an Official of Foreign Power and affiliated companies. The 
Foreign Power System, with assets of over $1 billion represented by 
electric power companies in 11 Latin American countries, represents 
one of the largest private U.S. investments in the area. 

In the 14 years since World War II, the Foreign Power System has 
invested over $700 million in new facilities to meet the persistent de- 
mand for additional electric power supplies to speed the economic 
development of the rapidly growing areas it serves. Approximately 
half of this amount represents the cost of electric power equipment 
imported from the United States. Over the next 7 years, we should 
spend an additional $700 million on electric power construction. ‘The 

ancing of expenditures of this magnitude, obviously, will depend 
upon our ability to maintain system earnings at a level which will 
attract the additional capital required, and the level of our earnings 
will depend, to a considerable extent, upon the total impact of taxation, 
both at the source in Latin America and in the United States. 

The relative size of our future expenditures on property improve- 
ment and expansion will exert a major influence on the level of busi- 
ness and employment in a number of important industries in the United 
States. Seven hundred million dollars of electric power construction 
in Latin America not only represents approximately $350 
million of orders for producers of electric power equipment in this 
country, but at least 214 times this amount for accessories, appliances, 
machinery, and materials resulting from the availability of electric 
power. Here, then, are potential orders for some $1,250,000 billion 
of American goods, American shipping and insurance, providing em- 
ployment for thousands of American citizens. 

As long-term investors in the electric power industry of Latin 
America—a key industry in the economic and social development of 
the “good partner” Republics—we are keenly interested in their con- 
tinued industrial growth and progress. It is our conviction that more 
favorable U.S. treatment of foreign-source income not only will help 
the Foreign Power System to finance necessary expansion, but will also 
an important factor in inducing other U.S. companies to partici- 
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pate, with their investments, in Latin America’s industrial develop. 
ment. And as American citizens and taxpayers, we are convinced that 
the sound economic development of the energetic and friendly nations 
of Latin America through the aegis of a enterprise, rather than 
government, is in the best interest of the Government and people of 
the United States. 

It is for these reasons that we have appeared before the House Com- 
mittee on Ways and Means and the Senate Committee on Finance on 
several occasions to add our support to tax legislation which would 
encourage additional investment abroad by U.S. prreie enterprise, 
Weare here, again today, to urge your earnest consideration and favor. 
able action on H.R. 5, the Foreign Investment Incentive Tax Act of 
1959. 

If the principles and objectives of this proposed legislation, as stated 
by Representative Hale Boggs in introducing this measure, are imple 
mented by appropriate regulations, this could be the most far-reaching 
tax legislation on foreign-source income and the most effective incen- 
tive to foreign investment since the inception of the foreign tax credit 
system in 1918. 

I would now like to comment, briefly, on certain sectious of H.R. 5. 
First, as to section 2, although it is of no immediate value to our com- 
pany, we believe that the introduction into U.S. tax law of a special 
type of corporation to be known as a foreign business corporation, 
with the right to defer payment of U.S. tax on foreign income until 
such earnings are distributed within the United States, is a concept of 
taxation long needed to place our domestically incorporated com- 
panies in a position of equality with those which operate abroad 
through foreign-incorporated subsidiaries or “tax-haven” corpora- 
tions. 

This deferral of U.S. income tax should permit qualifying corpo- 
rations to accumulate a pool of resources for reinvestment in less de- 
veloped countries which will eventually broaden the base for U.S. 
taxation of foreign income. In our own case, since it is necessary 
for us to raise large sums of capital funds within the United States to 
maintain and expand our operations abroad, and since we have no 
source of earnings in this country, we shall have to continue to bring 
home a substantial part of our foreign earnings to pay interest to our 
creditors and dividends to our stockholders. However, we do believe 
that section 2 will be of great benefit to other taxpayers whose opera- 
tions are not as unique as ours, and we support it as constructive and 
helpful to foreign trade and investment. 

The inclusion in H.R. 5 of section 4, permitting a 14-point reduction 
in the U.S. tax rate when applied to foreign source income, is an im- 
plementation of recommendations previously made by various com- 
mittees which have studied the benefits of a tax incentive rate for for- 
eign investments. The value of a reduced rate tax incentive has been 
well demonstrated by the results of the Western Hemisphere trade cor- 

oration provisions which have been, and will continue to be, highly 
neficial to the economic development of Latin America. The expan- 
sion of this incentive rate to all income from foreign sources should 
be generally beneficial. 
he chief interest of my company, however, is in section 5, which 
would permit a corporate taxpayer to elect to take credit for all for- 
eign income taxes, irrespective of the countries to which they were 
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aid, up to the amount of the aggregate U.S. income tax on all for- 


pac, : 
eign income. This would remove an inequity in the present law, since 


the per country limitation, under certain circumstances, causes U.S. 
firms to pay higher taxes on their foreign income than if the same in- 
come was earned in the United States. I am quite certain that this 
was not the intent of Congress. 

I would like to Pt out in this connection that there have been in- 


troduced in this Congress five separate bills to clear up the problem 
created by the per country limitation. These bills have been intro- 
duced by Congressmen Simpson, Herlong, Machrowicz, Ikard, and 
Knox, and all of these bills have as their purpose the same objective 
as section 5 of H.R. 5. 

Since the adoption of the foreign tax credit system, it has been U.S. 
tax policy that, to avoid double taxation of income, foreign income 
taxes paid on foreign earned income can be taken as a credit against 
the U.S. tax due on such income. However, under the provisions of 
section 904 of the Internal Revenue Code requiring a taxpayer to 
segregate income and taxes country by country, to certain instances 
fall credit for foreign income taxes is denied. This is because the 

resent per country Teuthekiom can operate to deny a taxpayer credit 
or taxes paid to a foreign country, notwithstanding the fact that the 
foreign taxes paid on the aggregate of all foreign income is less than 
the U.S. tax imposed on such income. This limitation becomes a real 
deterrent to foreign investment when the combined freign and U.S. 
tax on foreign income is greater than the U.S. tax on domestic income. 

The segregation of foreign tax credits by countries for U.S. tax 
purposes is arbitrary and unrealistic. or other purposes, U.S. 
companies, such a ours, have to treat their operations in various coun- 
tries as a whole. For example, in financing their operations abroad, 
they often must pledge the credit of their entire operation to afford 
the protection required by U.S. lenders. 

_A tax system which denies companies with foreign investments the 
right to treat their operations as a unit for tax purposes is hard to 
reconcile with any concept of fair and equitable taxation, or of sound 
fiscal management. The resulting injury to foreign investment is 
greater today, when tax rates are high, than it was when the per 
country limitation was first established. We feel that the per country 
limitation no longer is justified in the face of realities of foreign 
investment and the need for their encouragement. 

We would like to point out to this committee the inequity of a tax 
system which permits a “tax haven” corporation, receiving income 
from and paying taxes to several foreign countries, to aggregate all 
of its foreign taxes for use as a credit against U.S. taxes, while this 
opportunity is not available to other U.S. companies operating abroad 
without the benefit of a “tax haven.” 

One of the principal results for our company of the election pro- 
posed in section 5 would be to place us in a position to accept tax 
incentives offered by Latin American countries to encourage invest- 
ment in additional power facilities. Such incentives have been 
offered to us in the past, but have been of no value to us. This situa- 
tion would be remedied by section 5 which would grant the taxpayer 
an election to apply either the per country or overall limitation, which- 
ever would give the more equitable tax result. We believe that this 
Would involve very little, if any, reduction in U.S. tax revenues because 
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of the impetus that would be given to important sectors of our US, 
economy by the resulting expansion of U.S. investments abroad. 

We understand that certain modifications of section 5 have been 
suggested. One of these modifications, which would treat dividends 
and interest from domestic subsidiaries operating abroad as other than 
foreign source income, introduces a concept completely alien to the 
definition of foreign source income long established in the Internal 
Revenue Code. The second suggested modification would require that 
companies forego the benefits of the Western Hemisphere trade cor. 
poration deductions in order to elect the overall limitation on foreign 
tax credits. This second modification would require that companies 
forego the benefits of the Western Hemisphere trade corporation de- 
ductions in order to elect the overall limitation on foreign tax credits, 
This second modification would nullify the benefits sought to be 
granted by section 5 of H.R. 5 when the income of the taxpayer is 
derived entirely from Latin America as is the case with my company. 
There would seem to be no justification for taking away the benefits 
of the election from companies operating in Latin America, especially 
now when the emphasis should be on strengthening the economies of 
our Latin American friends and improving our inter-American rela- 
tions. 

In summary, it is the considered judgment of my company that 
favorable action on H.R. 5 would be extremely helpful in creating an 
environment conducive to a greater flow of U.S. private investment 
funds abroad and would remove an inequity in the present tax regime 
which has hampered the expansion of the foreign operations of private 
U.S. companies. 

In the specific case of the company which I represent, it would be 
an important factor in enabling us to carry out our expansion pro- 
gram in Latin America in furtherance of what we believe to be a 
major goal of the foreign economic policy of the United States, and 
at a lower net cost to the American taxpayer. We believe that our 
expansion program not only will reduce the need for publicly financed 
projects but, by providing substantial orders for American industry, 
will increase tax revenues from other sectors of our economy. 

The Cuarrman. We thank you, sir, for bringing to the committee 
this morning the views of your company, the American & Foreign 
Power Co., Inc. 

Are there any questions? 

Mr. Boces. Mr. Chairman, I would like to make the observation 
that I think that the progress which this company has made in Latin 
America, despite the actions of some of the governments and the 
terrific inflation of currencies, is quite remarkable. I am happy to 
see Mr. Balgooyen give this statement on behalf of his company. 

Mr. Macurowicz. I also want to join with Mr. Boggs in the re- 
marks he made. We have had the pleasure of meeting your repre 
sentatives in South America. I would say that I could not possibly 
overemphasize the tremendous amount of goodwill that your com- 
pany has created for the United States in South America. I am very 

appy to know that you are here to support this bill and particularly 
section 5, which, as you know, I have introduced as a separate bill. 

I would like to mention one thing. You stated that your company 
has invested in the past 14 years $700 million in South America. 

Mr. Bareooryen. That is right. 
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Mr. Macurowicz. What proportion of that consists of American- 
produced goods ? 

Mr. BareooyEen. In our construction programs in Latin America, 
jithough they vary from country to country oye Genta upon the rela- 
ive industrial development of the economy, it runs about 50-50. So 
that $700 million of expenditures for construction in our business 
in Latin America would mean roughly $350 million in orders for 
U.S.equipment. 

As I have testified, that is only a fraction of the total orders that 
American industry gets as the result of electric power expansion in 
Latin America. 

Mr. Macurowtcz. So, actually, most of your investment in South 
America consists actually of investment in U.S. manufactured goods. 

Mr. Barcooyen. It does. Very, very rarely do we buy anything in 
Europe. 

Mr. Macurowicz. There is nothing that you produce outside of the 
United States that is in competition with American-produced goods? 

Mr. BaLecooyen. Nothing at all. As was stated earlier by Repre- 
sntative Boggs, it represents additional investment in Latin America 
which in no way competes with the United States and does provide 
income to the U.S. Government through their taxing power which 
otherwise just would not be there. 

Mr. Macurowrcz. You mentioned also that certain Latin American 
countries have offered your firm tax incentives and you have not been 
able to accept them. Would you explain more fully why ? 

Mr. Baraooren. We have been offered tax incentives by a number 
of Latin American countries. The reason they do not do us any good 
is because it simply means that we will be paying those taxes to the 
U.S. Government rather than to the government of the country which 
offers the tax incentives. So the overall impact of taxation on our 
business, which is the thing that matters to us, remains the same. So 
these incentives have not been of any value to us. The serious situa- 
tion that arises from this sort of thing is that it is a standing invita- 
tion to these Latin American countries, and it is true of countries in 
other parts of the world, to continue to increase their tax rates until 
they reach the level of the U.S. tax rates. It places them in a position 
where they just can’t grant tax incentives. 

~y Macurowicz. This bill would remedy that situation, would it 
not 

Mr. Batcooren. It would to a large extent. 

Mr. Macurowicz. I am glad to note that practically all of the wit- 
hesses, including Mr. Lindsay of the Treasury Department, agree that 
removing the per country limitation would be helpful to investors. 
That is the principal part of this bill that your company is interested 
in 


Mr. Batgoorren. That is right. 

Mr. Macurowticz. That is all. 

Mr. Boaes. In connection with the line of examination that has 
gone on here with regard to the competition with industry at home, 
i$ It not a fact that you make available by providing power a vast 
market for American appliances, such as refrigerators, washing ma- 
chines, and all the other things that go along with electricity ? 

Mr. Batcooyen. I did give a rough calculation to the effect that 
each dollar that is spent for electric utility construction in Latin 
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America should be multiplied at least two and a half times to get the 
overall effect on U.S. exports. I am sure that is very conservative, | 
know that a few years ago in testimony before a Senate committee a 
multiplier of 10 times was used. That undoubtedly is closer than the 
very conservative figure that I used as to what the actual situation js, 
But certainly all aid in this day and age does depend upon elec- 
tric power and rising standards of living depend upon adequate su 
plies of electric power. All these result directly and indirectly in 
orders for goods of U.S. manufacture. 

The CwHarrman. Thank you again, Mr. Balgooyen, for your 
appearance. 

{r. Barcooyen. Thank you, sir. 

The Cuarmman. I understand Mr. Warn isnow intheroom. Please 
come forward, Mr. Warn, and identify yourself for the record by 
giving us your name, address, and capacity in which you appear. 


STATEMENT OF R. E. WARN, VICE PRESIDENT AND GENERAL 
MANAGER OF THE WESTREX CORP. OF NEW YORK 


Mr. Warn. Iam R. E. Warn, vice president and general manager of 
Westrex Corp. of New York. 

The Cramman. I notice you have an additional supplementary 
statement. Do you desire that it be included in the record ¢ 

Mr. Warn. This is the statement. 

The Cuarrman. You may proceed, sir. You are recognized for 10 
minutes. 

Mr. Warn. Thank you. 

We would like to thank you for this opportunity to briefly outline 
the views of Westrex Corp. on the importance of H.R. 5 and to state 
why we believe it should be enacted into law. 

Westrex has been operating in foreign trade for over 30 years. We 
have 12 domestic and 6 foreign subsidiaries which operate through 32 
oversea offices and cover most of the non-Communist world. Westrex 
is neither very large nor very small. Approximately 80 percent of its 
sales of $12 million per year is derived from aster edinees H.R.5 
is of particular importance to us at this time as we are just starting a 
substantial expansion of our oversea activities. 

For example, we are planning to acquire manufacturing plants in 
Mexico, Japan, Argentina, Australia, the European Common Market 
and, possibly, other manufacturing and distribution facilities within 
the United States. We require our domestic profits for domestic 
expansion and need to accumulate foreign profits to provide the capital 
necessary for growth abroad. ‘ 

If H.R. 5 becomes law, we can set up a foreign business corporation 
here in the United States, transfer our foreign operations to that com- 
pany and use the. income after foreign tax to provide much of the 
capital necessary for this expansion overseas, 

Under present conditions we cannot do this without reducing these 
funds, by the amount of the U.S. tax. If we were just entering the 
foreign field we could set up a holding company in any one of seve 
countries, such as Panama, Canada, Switzerland, and so forth, trans- 
fer our foreign activities to this holding company, and pay U.S. tax 
only when the profits were brought into this country. 
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Unfortunately from this standpoint, our foreign operations started 
30 years ago and section 367 of the Internal Revenue Code in effect 

revents transfers for this expansion in Venezuela with profits from 
Nigeria, for example, is nil. In fact the reverse is the case. 

A second benefit from H.R. 5 is that it would give all of our foreign 
operations the benefits now being received by those within the Western 
Hemisphere. If it is worthwhile to stimulate U.S. genes: industry 
activities within the Western Hemisphere, it is certainly equally worth- 
while to stimulate them in other parts of the world where the Com- 
munist influence is nearer and perhaps even more potent. 

Thirdly, H.R. 5 would allow us to take advantage of the induce- 
ments to expand that are offered from time to time by various foreign 
countries. If no recognition of this is given in the U.S. tax structure, 
itcompletely negates any foreign tax advantages that are offered. Itis 
an avowed policy of the U.S. Government to stimulate the expansion of 
US. private industry abroad, but our present tax laws deny us the 
help that certain countries are willing to offer to implement this ex- 

ansion. 
. In addition to being advantageous to us as an individual company, 
H.R. 5 would be beneficial to the United States in general. It would 
encourage the expansion of private industry abroad and this would 
have the following worthwhile effects from the standpoint of our coun- 
try asa whole: 

First, it would win friends and influence people favorably toward 
the United States. It is obvious that a company which doesn’t make 
friends is not going to succeed in business. Therefore, an expansion 
of U.S. private industry abroad will create a favorable attitude toward 
ca, States in countries whose friendship we especially want and 
need, 

Secondly, it will reduce the need for aid funds from the United 
States. The more private industry builds up the economy of these 
countries, the fewer U.S. tax dollars will have to be devoted to this 
purpose. 

Thirdly, it will increase the earnings of U.S. industry abroad, and 
this in the long run means more tax income to the United States. Dur- 
ing periods of expansion there would be some deferment of this tax 
income, but the owners of U.S. business, in the final analysis, are in- 
terested in returns on their investment and will insist that these earn- 
ings come back to them in full measure when the initial need abroad 
has been fulfilled. This is certainly true of our company and, I am 
sure, is typical of U.S. business as a whole. 

f you want to encourage private capital to make a substantial 
contribution to the economy of underdeveloped countries, you have 
to make that course of action attractive. You cannot force capital. 

our foreign operations, we have to contend with enough extra 
problems already. For example, borrowed funds cost 12 percent or 
more per year in Ecuador, Brazil, Chile, and Mexico. Declines in 
exchange values in 1958 cost us $11,000 in Brazil, $20,200 in Chile, 
and in the past 6 months, $13,100 in Peru. We are making money in 
Spain but haven’t been able to remit a dollar of profit in the past 
decade. In Indonesia every dollar of profit pays approximately 80 
cents in tax before it reaches the owner, “a at present no remit- 
tances at all are permitted. 
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Foreign trade has all of the normal problems of business in the 
United States. On top of that, we have import restrictions, th 
hazard of currency devaluation and blockage, language problems 
nationalistic trends, high costs of doing business—considerably higher 
than in the United States. 

Gentlemen, I repeat, if you want us to expand our contribution tp 
the job of developing the underdeveloped countries, which is go de. 
sirable from many U.S. standpoints, then help us by enacting into 
law H.R. 5 as it is now written. 

Thank you again for this opportunity to present our views, 

The Cuarmman. Mr. Warn, we appreciate your bringing this 


discussion to us this morning. Thank you very much for your appear- 
ance. 


Mr. Warn. Thank you. 
The CuHamman. Our next witness is Mr. Bechtel. 


Please identify yourself for the record by giving us your name, 
address, and the capacity in which you appear. 


STATEMENT OF JOHN FREDERICK BECHTEL, VICE PRESIDENT, 
CLARK EQUIPMENT CO., BUCHANAN, MICH. 


Mr. Brecuter. My name is John Frederick Bechtel. I am vice 
ages secretary, and general counsel of the Clark Equipment 
o., of Buchanan, Mich. Our company is a leading maker of fork- 
lift trucks and other materials-handling equipment. It also manu- 
factures a broad line of construction machinery, earth-moving and 
roadbuilding equipment, automotive transmissions and axles, and 
highway trailers. We have 11 plants in the United States and Can- 
ada and some 20 patent and technical information relationships with 
16 licensees in nine countries covering our product lines. We have 
substantial investments in 10 of these foreign licensee companies in 
seven overseas countries. Our products have gained worldwide 
acceptance and sale. 
We appreciate the opportunity to be heard before this eminent 
committee and will limit ourselves to a relatively brief statement in 
two parts: First, the highlights of our specific Sane a A story in the 
foreign field over the past 10 years and some of the conclusions drawn 
from that story, and second, some general remarks concerning the 
problems of foreign investment incentives to which H.R. 5 relates 
and which we feel merit consideration by your committee. 
Prior to World War IT Clark was primarily a builder of transmis- 
sions and axles for highway trucks and farm equipment with a few 
miscellaneous other lines. However, it had developed and was mar- 
keting a number of forklifts and materials handling machines for 
use in factories and warehouses prior to 1939. With the advent of 
the war and the crying need to move materials in volume, faster and 
more efficiently, the need for fork trucks rose tremendously. _ 
Clark stepped up and filled that need, building new factories and 
supplying a majority of all the fork trucks called for by our Govern- 
ment during the war for domestic and oversea use. Parenthetically, 
let me say that it has been estimated that 30 percent of the cost of all 
manufacture goes for handling raw, semifinished, and finished ma- 
terials in, through, and out of factories, warehouses, and transporta- 
tion facilities, so that improvements here are extremely meaning 
to cost savings for all goods. 


4 
a 
ME 
: 


have 
ies in 
lwide 


inent 
nt in 
n the 
rawn 
y the 
slates 


smis- 
. few 
mar- 
3 for 
nt of 
and 


and 
vern- 
ally, 
f all 


ma- 
orta- 


gful 


FOREIGN INVESTMENT INCENTIVE ACT 393 


Up to the war Clark never had a foreign business worthy of notice. 
The close of the war left hundreds of forklift trucks in all parts of the 
world requiring parts and service, and this acquainted our relatively 
small company with foreign markets. For a short while we were 
able to supply additional fork trucks to the industrialized countries 
abroad where they were badly needed. By 1950 it became apparent 
that import quota restrictions, currency, and import license limita- 
tions, and finally costs were closing these markets. If we were to 
serve our customers and hold any market position in the principal 
industrial countries and, let me add, their colonies, possessions, and 
related economic trading areas, it was essential to establish some type 
of local manufacturing facilities. This was done in 1950 in France, 
Belgium, and Germany by entering into license agreements with 
local concerns, coupled with small investments in France and Belgium. 

In the meantime our company found it desirable to establish manu- 
facturing facilities in Canada and make a substantial investment 
there. Also, considerable expansion of our domestic facilities were 
required during the early 1950’s and since. The needs of American 
industry have grown and changed from a relatively few models and 
types of materials-handling machines to an extremely broad range 
of types and sizes. These include gasoline, diesel, LP gas, and electric 
powered machines ranging in lifting capacity from 1,000 to 60,000 

unds, designed for outdoor, indoor, and intermediate uses, with 
of special attachments gradually being developed for, all 
major industries. The materials-handling business has grown to 
provide Clark with $70 to $80 million of annual sales. 

In the meantime, in the early 1950’s we moved into the construc- 
tion machinery field, developing from scratch a leading line of trac- 
tor shovels, scrapers, bulldozers and the like in good American tra- 
dition in the face of strong and entrenched competition. We went 
into the business of making torque converters which enhanced the 
gene and driving power of these machines. These lines also 

came very attractive to foreign users but in principal markets 
required local manufacture abroad. 

In the past year we have gone into the highway trailer field in 
which at present we believe we hold a very modest third position. 
This last field is not susceptible to export from this country and re- 
quires oversea manufacturing and assembling facilities because of the 
bulk or size of the product. Parenthetically, here too we are pioneer- 
ing in the field of containerization of freight for rail, air, and ship- 
board use, which we believe will change much of the methods of freight 
handling in the years ahead. 

As you may gather, our domestic requirements took and have been 
taking all of our capital, so that we were most reluctant to divide our 
modest investment resources between domestic and foreign areas. 
Nevertheless, we knew that our materials-handling equipment, con- 
struction machinery, torque converters and transmissions, and now 
our containers, are just as important to the technological advancement 
of foreign peoples as they have been and are to the United States. 
We had to face either the loss of principal foreign markets or the tak- 
ing of further foreign investment and business risks and the mobiliz- 
ing of new effort to advance our business abroad or retreat into do- 
mestic isolation. 
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In the meantime we learned a lesson from our first licensees, which 
seems inherent in foreign-licensed dealings. Unless you are willing 
to back your technical advice and know-how with investment money 
by making a substantial investment even though taking only a minor. 
ity position, your advice and voice does not carry the weight with 
your foreign partners which it deserves, material progress is slow, and 
the success of the venture is put in doubt. 

We also foresaw the grave likelihood that after the original license 
agreements expired we would be unable to renew them at royalty 
rates sufficient to pay us for further efforts, this because we would 
have trained our foreign friends, furnished our trade secrets and 
technology, and over a period of years educated the licensee’s engi- 
neers and business managers to approach the problems and needs of 
our industry in much the same manner as we ourselves have done, 
In other words, we would put them in a position so that if success 
were achieved they could largely go it alone without any further con- 
pensation to us for our efforts and developments. 

With this realization, the need to invest, to grow with these young 
enterprises, and thereby keep a connection with our licensees and a 
participation in their markets over the long term, became essential. 

To make it possible to embark upon the large and farflung invest- 
ment program required, we took the step which we felt. was our only 
recourse. We reorganized our foreign business completely to gain the 
advantage of a separate and integrated organization and management 
for oversea business and to build capital from earnings abroad which 
could meet the needs of our pressing programs. 

We established an offshore company in Venezuela which was or- 
ganized under distinct and responsible management to handle all 
of our technically patent, sales, and investment activities, relieving 
the parent company entirely from these immediate foreign respon- 
sibilities and risks. The earnings, free of U.S. tax, were programed 
into many countries. In this manner in the past 5 years we have 
gradually built the initial structure of licenses and foreign invest- 
ments ich we have today and which must still grow and expand 
for a period of years to meet the needs we are finding in the foreign 
markets. 

To give you an idea of this achievement in foreign: investment, 
through 1959—primarily in the past 5 years—we have committed 
more than $9 million to foreign investment, or about 14 percent of 
our net worth of $64 million. This, I am sure, our Defense Depart- 
ment, our State Department, our economists, and others welcome as 
free enterprise aid in developing the economies of our Western allies 
in the fields of handling materials, moving earth, building roads, and 
the like efficiently, more cheaply, and in line with modern technology. 

What has this meant in the way of U.S. employment? Has it 
reduced jobs for Clark employees? Has it lost the United States any 
export business? The answer we see is that, as in years past, we 
have maintained about the same ratio of Clark employees in the 
United States employed as a result of export activity as we had 10 
years ago when we had no foreign connections. That is to say, ap- 
proximately 1 in 9 of our 9,000 American employees holds a job be 
cause of Clark’s export contribution to world markets. 

We believe that if we had not made these moves and helped main- 
tain an American position and participation in these markets abroad, 
through the use of the Venezuelan company and our foreign invest- 
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ment program, much of what we are selling today in the way of 
components, drive units, service parts, special machines, and at- 
tachments, would not be sold or exported at all, our U.S. employment 
would have fallen off, and our European, British, Japanese, Aus- 
tralian, and Brazilian friends would have moved along more slowly 
and possibly less successively on their own without us. 

With respect to the American jobs and our company’s future par- 
ticipation in export business, we see no reason why they shall not 
continue in the years ahead, and continue in a way which aids the 
United States and friendly foreign countries, creates a flow of trade 
and builds earning assets abroad which bring income to the United 
States. Eventually, as we see it, our investment and trade earnings 
will, along with those of others, help pay for the vast raw material 
imports and other things that this great country will need increas- 
ingly in the future. 

Gentlemen, this is sheer trade without aid, which we as a company 
have had to generate and create competitively under the flag and tax 
laws of Venezuela, mind you, not the American flag or laws. In 
doing this, we have moved certain U.S. employees offshore to offices 
in Venezuela, Cuba, Brussels, Belgium, Germany, South Africa, 
Rio De Janeiro, and Sydney, in some degree unnecessarily. We are 
employing a large force of foreign persons which also could otherwise 
be U.S. technical and clerical employees, paying taxes to the Treasury 
of the United States. 

We are serving our customers and carrying on our communications 
ina manner more complicated and less flexible than can be justified 
in good business sense. We are depriving U.S. lawyers and bankers 
of certain earnings that they might make on our business were it 
carried on from this country. We are paying substantial legal and 
accounting fees for maintaining our complex technical position, our 
offshore corporation and the like. Weare being penalized by our home 
country as compared with our foreign competitors. Are we doing 
wrong in going out in the world as our company has done? Are 
there overwhelming and cogent national reasons why our company 
finds itself in this position today? Our answer leads us to urge you 
to support in full the Boggs bill, H.R. 5, for American industry, 
employment, foreign policy, and our allies in the free world. 

I should like to preface my next general comments by stating that 

I have had experience and strong interest in foreign trade dating 
back to 1937, having been for 15 years employed by or in connection 
with the affairs of the International General Electric Co. in a number 
of capacities, the last of which was as executive in charge of all for- 
eign licensing activities of the General Electric Co. My first tutors 
were executives who had been among the early pioneers of the Gen- 
eral Electric foreign trade investment and licensing activities dating 
back to the early 1900’s. 
_ I will not comment on the Soviet economic offensive except to say 
it is here, it is real, and it constitutes economic power that must be 
countered by the weapons of American free enterprise supplement as 
hecessary by our Government. We have already run into it in cer- 
tain areas of the world. 

A most important reason for enacting H.R. 5, in my opinion, is 
to broaden the base of foreign investment and trading activity to in- 
clude small business. For the past 8 years I have had the opportunity 
to meet and consult with small business people in the Middle West on 
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licensing and foreign investment problems. Gentlemen, unless yoy 
have been a small businessman yourself, it is hard to visualize the 
difficulties and the uncertainties you confront in trying to participate 
in foreign trade, but thank goodness it is possible be is being done 
by small business. 

Also, many small businesses have found license partners, but very 
few have found the capital to enjoy foreign investment participation 
and thereby the voice and continuity of interests abroad. They can- 
not afford foreign offices, legalistic operating mechanisms, legal and 
other overhead required to establish an offshore corporation and 
maintain a body of oversea personnel. The upshot is that they are 
handicapped and most often denied the advantages of the offshore 
corporation which the larger companies have beeen using to meet 
their needs and counter their foreign competition which enjoys this 
type of assistance under foreign laws. 

I am convinced that many of our smaller businesses have the en- 
terprise and technological and product skills which would have value 
overseas. I feel sure that H.R. 5 will serve to broaden the base and 
participation by small business overseas. 

Now, a word about the apparent desire of the Treasury Depart- 
ment to limit H.R. 5 solely to investments in so-called underdeveloped 
countries. <A first fundamental to an investment program by any com- 
pany is the acquisition of capital funds to invest. ‘The bulk of these 
funds will come from the company’s earnings in its total markets. 
As the financial capital comes to hand, investments are made in keep- 
ing with the needs or call of the various marketing areas, balanced 
with the many other considerations both long and short term, includ- 
ing the competitive aspects, the business climate, the risks and the 
returns. 

This formulation of need and balance, of course, varies company 
by company, product line by product line, and marketing area by 
marketing area. It is affected by company policy and management 
decision to be conservative, to be expansive or to be speculative. But 
again we say that insofar as possible the selection and the decision 
for the amount, type, and place of foreign investment should be made 
by our American businessmen each on his own free enterprise initia- 
tive and responsibility. The foreign program for his product and 
skills as he judges them through his own experience and in the light 
of his own position at any time should be his own free enterprise 
effort. 

It is to this concept and end that we believe H.R. 5 is and should 
be directed. We believe that if our national governmental policy- 
makers discern specific needs and specific political areas which for 
special reasons require the supervening hand and money of Gov- 
ernment or special incentives regardless of these normal economic and 
business considerations, such programs should be tailored sharply and 
precisely to the location and to the specific need. The general incen- 
tives for private investment contemplated under H.R. 5 will not do 
that job. 

We believe it would be a mistake to throttle the implementation of 
our country’s broad policy of “trade—not aid” as proposed under H.R. 
5 by limiting it to, or confusing it with, the special problems of the 
so-called underdeveloped areas. Under H.R. 5 we believe that any 
vacuum left in the field of foreign investment will be filled in the time 
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and to the degree warranted by broad economic and business consid- 
erations existing from time to time. 

But, if Egypt needs an Aswan Dam or Liberia needs certain ferti- 
lier plants and agricultural technology and farm machinery, H.R. 5 
ig not the way to get it, except to the extent that in the marketplaces 
of the world for the purposes intended capital has been generated and 
it is prepared to flow to Egypt or Liberia, all other things considered. 

In this connection, it does not follow, we believe, that an American 
investment in Germany deprives Egypt or Liberia, for example, of that 
amount of investment. Instead, it would seem that the chances are 
very good that some investment could now flow from Germany to 
Egypt as is the case today in certain fields where economic forces 
justify this. The concept of multilateral investment is just as valid 
as that of multilateral trade. 

With respect to the so-called tax-sparing provisions, a businessman 
can only conclude that when a sound idea is concurred in by the Treas- 
ury Department and the State Department and is accepted as national 
policy from the year 1954, and then that policy is not, or cannot, be 
implemented for 5 years under the modus operandi of treaties advo- 
cated by those agencies, it is time to find another modus operandi 
which will implement this desirable national policy forthwith. We 
feel that section 6 of H.R. 5 will do this and that it, together with the 
other sections of H.R. 5 should be enacted into law to arm us for the 
cold war economic battle and to implement our national foreign in- 
vestment policy for the future. 

My final remarks are directed to two other provisions of this bill 
as to which the Treasury Department suggests certain limitations. 
Treasury has suggested that the incentive of H.R. 5 be limited to 
corporations earning less than 50 percent of their income from exports. 

Gentlemen, notwithstanding 10 years of effort to build foreign in- 
vestments and extend licenses and earn royalties and dividends, such 
alimitation would automatically disqualify our company. We have 
maintained approximately 65 percent of exports and thereby we are 
employing 1,000 U.S. citizens on our manufactures for export. 

You can appreciate our reluctance to cut back our efforts and U.S. 
employment or to segment our business into inconvenient or arbitrary 
compartments to become eligible under such a limitation. Nor do we 
see justification for an 85 percent intercorporate dividends received 
credit instead of 100 percent credit provided under H.R. 5. 

The issue in our minds is, recognizing first that we as a nation have 
only been giving lipservice to the policy of “trade—not aid”; second, 
that we have been giving an extraordinary amount of foreign aid 
which should be reduced and substituted for to the greatest extent 
possible by free enterprise means, and third, that if these conclusions 
are correct and we are not going into an H.R. 5 program, we should 
go into it fully and assure its success. When success is achieved, it 
will have paid for itself and there will still be time to weigh, measure, 
and ajust the tax aspects in the light of the then world and domestic 
economic facts. If the Treasury proposal is adopted it will be of no 
value to American industry. 

Gentlemen, we believe TLR. 5 is needed and needed now. 

The Cuarrmman. Mr. Bechtel, we thank you, sir, for this very fine 
statement of your views. 
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Mr. Bocas. May I ask that Mr. Bechtel provide for the record the 
se of his company’s employment as it relates to export trade, 

hat I am trying to show is that this bill not only won’t have any 
effect on employment in the United States but will ultimately ip. 
crease employment. 

Do you understand what I mean ? 

Mr. Becuret. I can assure you that the stuff we are selling to Eu- 
a we would not be selling unless we put 14 percent of our net worth 
there. 

The CHamman. Can you supply additional information for the 
record ? 

Mr. Yes. 

The Cuarmman. Without objection, that material will be included 
at this point. 

Thank you again, Mr. Bechtel. 

(The material referred to follows :) 
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CLARK EQUIPMENT Co., 
Buchanan, Mich., July 15, 1959. 
(Attention: Leo Irwin, chief counsel.) 
Ways AND MEANS COMMITTEE, 
House of Representatives, 
Washington, D.C. 


GENTLEMEN: In response to the question of the Honorable Hale Boggs as to 
details of our sales and employment figures over the past 10 years, I have set 
forth below a tabulation showing year by year from 1949 our company’s average 
annual total employment in the United States, the number of this employee group 
who worked on our U.S. export business, and our export sales figures. 


Clark Equipment Co., total U.S. sales and export sales of U.S. manufacture and 
related yearly average employment in the United States 


Average 
total num- 
ber U.S. 
employees 


Average 


number U.S§. 


employees 
on exports 


Percentage 
of U.S. 
export em- 
ployment of 


total employ- 
ment 


Total sales of 
U.S. manufac- 
tured products 


Export sales of 
U.S. mannfac- 
tured products 


$53, 797, 000 
63, 723, 000 
121, 356, 000 
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Our licensees did not reach substantial production until 1954 and our principal 
investments were not made until 1955 and year by year thereafter as we accumu- 
lated capital in our Venezuelan foreign base company. 

If you have further questions, please let me know. 


Very sincerely yours, 


2 p.m. today. 


J. F. BEcHTEL, 
Vice President, Secretary, and Counsel. 


The Cuarrman. Without objection the committee will recess until 


(Whereupon, at 1:05 p.m., Thursday, July 9, 1959, the committee 
, to reconvene at 2 p.m., same day.) 


qq 
; 
| 
| 
5, 267 
a 255 124, 825, 000 
6, 139 112, 759, 000 2 
5, | 227 91, 105, 000 3 
394 144, 885, 000 7 
6, 588 140, 164, 000 2 
705 140, 009, 000 4 
1 Estimate, 
q 


ord the 

trade, 
ve any 
ely in- 


to Eu- 
Worth 
or the 


cluded 


1959, 


FOREIGN INVESTMENT INCENTIVE ACT 


AFTERNOON SESSION 


The Cuarrman. The committee will please be in order. 

Our next witness is Mr. Mathers. Is Mr. Mathers ‘neste 

The next witness is Mr. Patty. Is Mr. _—- present 

The next witness is Mr. Fisher. Is Mr. Fisher present? 

The Chair understands that Mr. Alvord is to insert a statement, and 
Mr. Peel is here todoso. Is Mr. Peel here? 

(The statement of Ellsworth C, Alvord, referred to, is as follows :) 


SrATEMENT IN Support oF H.R. 5, THE FoREIGN INVESTMENT INCENTIVE Tax AcT 
or 1959, py ELtLswortH C. ALvOrD, ON BEHALF OF THE U.S. COUNCIL OF THE 
INTERNATIONAL CHAMBER OF COMMERCE 


Mr. Chairman, I wish to thank you for this opportunity to appear and present 
the views of the U.S. council on this important topic. My name is Elisworth C. 
Alvord, and I am chairman of the committee on taxation of the U.S. council. I 
am appearing here today to offer testimony in support of the Foreign Investment 
Incentive Tax Act of 1959, H.R. 5. 

The U.S. council is an organization composed of the American members of the 
International Chamber of Commerce. Its policies are set by an executive com- 
mittee composed of some of the most outstanding business figures in the United 
States. The membership of the council includes firms and business organiza- 
tions in virtually every field of enterprise and in all parts of the country. 

The U.S. council favors enactment of H.R. 5 because we think it would be good 
for American business, good for America, and good for the free world. If 
enacted, H.R. 5 will remove serious roadblocks and handicaps presently faced 
by American firms carrying on business abroad or making foreign investments. 
It is the opinion of the U.S. council that enactment of H.R. 5 will contribute to 
important national objectives and bring about an expansion of private American 
business and investment abroad of a magnitude which is worth the “cost.” 


THE BENEFITS OF AMERICAN BUSINESS EXPANSION ABROAD 


The national advantage in having American firms enlarge their activities over- 
seas has long been recognized by the President. It has been endorsed by all 
the reviews of our foreign economic relations conducted by the Federal Govern- 
ment in recent years. Following the report of the Randall Commission in 
January 1954, the President made a series of recommendations to promote for- 
eign private investment. The Straus report on expanding private investment 
abroad, made at the direction of the Congress (sec. 413(c) of the Mutual 
Security Act of 1954, as amended), again reaffirms the value to the Nation of 
expanding private foreign investment and proposes tax “incentives.” Many 
of its recommendations are similar to those contained in H.R. 5. The report to 
the President by the Committee on World Economic Practices, a committee of 
prominent businessmen headed by Mr. Harold Boeschenstein, has made some- 
What similar recommendations. 

As we see it there are three major foreign policy objectives which are served 
by expanding American business activies abroad and three important economic 
advantages to the Nation as a whole. 


FOREIGN POLICY OBJECTIVES 


1. Expansion of American business abroad assists the economic growth of 
friendly nations in a unique manner, which Government assistance cannot 
duplicate. Private foreign investment, by its more efficient operation, will 
improve the health, housing, education, and economic well-being of the less 
developed countries. While Government financing is generally needed to pro- 
vide a fundamental groundwork of power, communications, and transportation, 
private enterprise is the only effective way to compete with the spread of com- 
hunism in providing the better living conditions which the peoples of the 
widerdeveloped nations are demanding for their children. 

Private firms going into the less developed countries not only bring capital, 
they also bring managerial and technical skills. They help to train the na- 
tionals of these other countries in the art of modern industry, and they bring 
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about a domestic demand for local products which encourages a whole train of 
additional economic development. The report by the Department of Commerce 
on American industry in Latin America is extremely impressive in showing the 
aid private American industry gives to economic growth. 

2. When American firms go abroad they demonstrate to the peoples of other 
countries the vitality and responsibility of modern private enterprise. Ameri. 
can firms abroad present an attractive alternative to Soviet-style economic de 
velopment. In this way they improve the climate for freedom everywhere, 

3. American firms abroad directly strengthen the ties of friendship and mutna] 
interest which unite the free world. Among the member firms of the U.S. coup. 
cil there are many which can attest to friendly bonds which they have forged 
with the peoples of other lands by means of their foreign operations. 


THE ECONOMIC ADVANTAGES TO THE UNITED STATES 


1. Increased American business abroad, by economic expansion of other 
countries, will make these countries better markets for our exports. There isa 
direct correlation between oversea investment by American firms and increased 
export trade. U.S. business growth overseas adds to U.S. export markets by 
making our customers more prosperous. The big markets for our products are 
in the industrialized, economically developed nations rather than in the less 
developed countries where people do not have the means to buy the output of 
American industry in significant quantities. 

2. American firms through their foreign developments have added significantly 
to the supply of raw materials needed by American industry. We are now in- 
porting roughly 10 percent of our raw material needs, and American branches 
and subsidiaries abroad are producing about one-quarter of these imported raw 
materials. The growth of U.S. dependence on foreign sources of raw materials 
indicates that American firms will have to increase the pace of their foreign 
development if our economy is to continue to have access to low cost raw ma- 
terials, which is an essential element in keeping the United States competitive 
in world markets. The National Industrial Conference Board report shows 
clearly how important low cost materials are in keeping U.S. prices competitive’ 

38. American companies through their foreign operations have often gained 
access to improved products or industrial processes, often in return for exchang- 
ing information on U.S. technology. Even though American companies are on 
the whole very capable they are not ahead in every field. Contacts with other 
countries are essential to stimulate ideas and maintain progress at home. For 
example, during the centuries that Japan isolated herself from foreign contacts 
her society and economy remained frozen in traditional patterns. American 
firms going abroad provide a channel for mutual exchanges which help this 
country and other friendly countries as well. ° 


WHAT WILL H.R. 5 ACTUALLY ACHIEVE? 


To what extent will H.R. 5 achieve these foreign policy objectives and eco 
nomic advantages? First, allow me to examine the possible results and then 
look at the price tag. 

This bill would remove significant tax roadblocks to foreign expansion. How- 
ever, unless many individual companies decide to take advantage of the provl- 
sions of the bill, the bill will not produce any useful results. There is no way of 
knowing for sure how many companies will take advantage of the bill. 

We do know this much. Companies large and small across the land have 
shown an extraordinary interest in this bill. Many individual companies have 
expressed support for this bill, and a large number of business organizations, 
including the committee on taxation of the U.S. council, have adopted formal 
statements endorsing it. 

The bill will be of potential encouragement to all firms who already have for- 
eign operations of some sort. It can be decisive in bringing new firms to the 
point of deciding to undertake foreign ventures. The firms which already have 
foreign opefations and those considering the possibility include many of mod- 
erate size as well as the larger, better known corporations. However, foreign 
investment opportunities must compete for available capital with investment 
opportunities here in the United States. These domestic investment opportuni- 


1 National Industrial Conference Board, “Production Costs Here and Abroad,” 1958. 
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ties do not involve the same risks and uncertainties as investments in the less 
developed areas of the world. In order for foreign investment opportunities 
to be competitive they must offer high aftertax yields—high enough to offset 
all the many adverse risk factors. 

One piece of concrete evidence showing the interest of American firms in the 
effect of U.S. taxes on foreign investment are the results obtained by the Com- 
merce Department on the poll of businessmen which it undertook as part of 
the preparation for the Straus report. Three hundred and fifty-eight replies 
were received, and of these 67 percent cited “tax incentives” as an inducement 
to greater participation in foreign economic activities. Some of those favoring 
tax incentives considered them the strongest incentive of all.’ 

There is good reason then to believe that this bill will produce results. It is 
certain that we will never know what results removal of tax obstacles to foreign 
investment can produce unless we give it atry. In the present cold war it seems 
unwise to overlook any device which holds out the reasonable hope of promoting 
the strength of the free world. As the Secretary of the Treasury said in his 
letter of May 6 to the chairman of this committee, ‘“‘The need to enlist the vast 
resources and talents of American enterprise in helping to improve the economies 
of the less developed countries is particularly important today with a hostile 
Communist bloe actively pressing a massive economic offensive against the free 
world.” 

THE REVENUE EFFECTS OF THE BILL 


Revenue effects which might follow if H.R. 5 were enacted are obviously im- 
portant in deciding on the wisdom of enacting this bill. While the U.S. Council 
is not in a position to give a detailed, expert revenue estimate, there are some 
commonsense observations which we would like to make. 

We think that it is important to distinguish between revenue which is lost and 
revenue which is only deferred. The Treasury letter of May 6 to Chairman Mills 
in commenting on section 2 of the bill said that a revenue loss would result from 
enactment of this section of the bill. All the taxes which would be deferred 
under this section would ultimately be paid to the U.S. Treasury. We do not 
think they should properly be called lost revenues. 

We have the impression that the Treasury in making its estimates of the rev- 
enue effects of H.R. 5 looked only at the first-round immediate effects, that is to 
say without taking account of the favorable long-run revenue effects which will 
result from passage of the bill. Since the whole purpose of enacting such legis- 
lation is to increase American business abroad and since the initial revenue loss 
will be determined by the success achieved in fulfilling this purpose, the Treasury 
seems to have been unrealistic in failing to take account of the compensating 
revenue effects of increased business abroad. 

One change to be expected if this bill passes is that American companies will 
in fact expand their foreign operations. If this is the case, a proportionately 
greater increase in foreign operations will mean higher corporate profits and 
higher U.S. tax revenues. Some of this revenue might be deferred for a time, 
but the stockholders can be trusted to make sure that all the profits are not left 
abroad permanently. 

Some companies will find it desirable to bring some of their foreign operations 
back to the United States if this bill is enacted. Repatriated personnel of such 
companies will then be subject to U.S. income taxes and the companies will em- 
ploy U.S. services which will also increase the domestic revenue base. Changes 
of this sort will reduce the net revenue effect of the bill. 

It is worth pointing out that the Committee on Ways and Means in its report 
on the 1954 revision of the Internal Revenue Code states, “It is estimated that 
the provisions dealing with foreign income would involve a revenue loss of $147 
million in the fiscal year 1955. However, on a long-run basis the revenue loss 
is apt to be substantially less because foreign governments are steadily increas- 
ing their taxes on American firms and each year are thereby reducing the yield 
from U.S. taxes on income derived abroad” (H. Rept. 1337, 83d Cong., 2d sess., p. 
78.) The provisions to which this statement referred included the proposal to 
grant a 14 percentage point tax differential on income derived from abroad as 
well as a provision for deferral of tax on foreign income. Even taking account 
of the increase in foreign operations of American firms which has occurred since 


* Responses to business questionnaire regarding private investment abroad. Prepared 
by the Assistant Secretary for International Affairs, U.S. Department of Commerce, 1959. 
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1954, it is clear that this estimate by your committee is far below the figure citeg 
by the Treasury in the May 6 letter to your chairman. You will recall that the 
Treasury indicated that the revenue effect if H.R. 5 were enacted would be 
upwards of $500 to $700 million. With all due respect we must admit that we 
have serious doubts that the revenue effect would come to anything nearly as 
large as is suggested by the Treasury, particularly after the adjustments haye 
occurred which the bill is intended to bring about. 

From this examination of the advantages which the United States would de 
rive from the passage of this bill in relation to the possible effect on the 
revenues we conclude that this measure should be enacted. In relation to the 
tremendously important advantages to our Nation the cost is relatively light, 
Furthermore, we may reasonably expect reductions in appropriations for for. 
eign aid to more than offset the cost. 


COMMENTS ON THE BILL 


The U.S. Council’s Committee on Taxation has reviewed H.R. 5 with care, 
The Council favors each of the six substantive sections of the bill. 

The Council strongly favors section 2 which provides for deferral of U.S. tax 
on the foreign income of a special category of domestic corporations to be known 
as foreign business corporations. This is a helpful provision which is w- 
objectionable on policy grounds or revenue grounds since similar tax treatment 
is available generally through use of foreign subsidiaries. 

We emphasize that this proposal would be unworkable if it were confined to 
the “less developed areas of the free world” as suggested by the Treasury. The 
economics of the situation are such that very few American companies have 
any significant profits at the present time from the so-called less developed 
areas. These are poor countries with rudimentary systems of transportation 
and communication, whose people do not have sufficient incomes to support mass 
markets. These are not now safe or easy places to do business. 

By letting American companies move profits earned from operations in 
Western Europe and other economically developed areas to these more risky 
areas the foreign business corporation concept will produce a significantly en- 
larged volume of investment in the less developed countries. Furthermore, it 
would be wasteful and inefficient to encourage firms engaged in business abroad 
in both developed and less developed areas to set up a separate, duplicate 
corporate organization for the less developed areas. 

The council definitely favors the change in section 367 of the Internal Revenue 
Code which section 3 of this bill would make. Section 367 presently requires 
the advance approval of the Commissioner of Internal Revenue before the code 
provisions for tax-free exchanges with corporations can apply to transactions 
with foreign corporations in which there is 4 gain. As now interpreted section 
367 makes for an inequitable situation. Companies which pioneered in the 
foreign field may find as a result of an administrative decision under section 
367 that they are stuck with a clumsy organizational setup. The result may be 
to penalize by taxation the transfer of income earned by a subsidiary in one 
foreign country for investment in another foreign country. Companies which 
came later are not affected by section 367 and are free to organize their foreign 
activities in the most efficient way. The law thus penalizes the very people 
with the most initiative who first took risks. 

Over the past several years the U.S. council has consistently supported the 
extension of the 14 percentage point tax differential for foreign income on & 
worldwide basis, which would be accomplished by section 4 of H.R.5. We would 
point out that this proposal does not encourage repatriation of foreign earnings, 
as the Treasury asserts. Stockholders quite properly expect to receive divi- 
dends on their investment and they are interested in the size of dividends after 
corporate taxes. The higher the corporate taxes on foreign income the larger 
the amount of profits which have to be repatriated to satisfy these legitimate 
demands and the less that can be left abroad for reinvestment. Thus, the low- 
ering of the. U.S. tax rate on foreign income will make more income available 
for reinvestment abroad—rather than encouraging its repatriation. 

In considering the 14 percentage point tax differential it is important to Te 
member that foreign countries often raise a much smaller percentage of their 
revenue through income taxes than we do, and that they rely instead on taxes 
which do not qualify for foreign tax credit under our law. A 14 percentage 
point tax differential would compensate in part for this situation. 
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Section 5 of this bill gives the taxpayer the option to apply an overall limi- 
tation on his foreign tax credit rather than the present per-country limitation. 
This change is necessary in the case of American taxpayers who pay income 
taxes at rates higher than the U.S. rate in some foreign countries and at rates 
lower than the U.S. rate in other foreign countries in order to permit them to 
combine all the foreign income taxes and credit them against the U.S. income 
tax on their total foreign income. In denying this “averaging” of foreign in- 
come taxes for foreign tax credit purposes the per-country limitation in the 
present law is a positive deterrent to foreign investment. 

The U.S. council endorses the general purpose of “tax sparing” which section 
é of the bill would accomplish by one of the various possible methods. But we 
point out that undesirable results must come from overemphasis of and reliance 
upon the policy of giving credit for foreign income taxes which are temporarily 
waived as an inducement to attract foreign investment. This may induce other 
countries to raise their basic corporate income tax rates for the very purpose of 
subsequently offering a more attractive incentive. The Treasury’s comment on 
this provision in its May 6 letter suggests the possibility of tax sparing to be 
accomplished by executive agreements pursuant to statutory authorization. We 
applaud this suggestion, which would presumably be carried out by a procedure 
similar to that authorized by the Trade Agreements Act. 

I would like to say a word about section 7 of this bill because it helps to 
illustrate the peculiar and unexpected problems which constantly confront an 
American firm which goes abroad. In many cases it is not possible, because 
of local conditions, for foreign subsidiaries to obtain adequate insurance cover- 
age at reasonable costs. If the American parent corporaiton tries to protect 
its interest in the plant of a foreign subsidiary by insuring it directly it finds 
that the proceeds of such insurance, in the event the foreign plant is destroyed, 
may be treated as ordinary income under U.S. tax laws. As a result, after 
taxes the corporaiton will have a return on its insurance policy which will cover 
less than half the cost of the plant which was destroyed. Insurance proceeds 
on property owned directly by the taxpayer are not treated as income if used 
to replace the destroyed property. Section 7 would extend this same treatment 
to American companies who wish to insure the properties of their foreign 
subsidiaries. We in the U.S. council think that this is a desirable and neces- 
sary provision. 

In addition to the present provisions of H.R. 5, the U.S. council also endorses 
the further suggestions by the Treasury Department in its May 6 letter for 
removal of tax hindrances to foreign investment. These include revision of the 
information return requirements with respect to foreign personal holding com- 
panies and with respect to the organization of foreign corporatoins, corrective 
legislation to prevent denial of the deduction for dividends paid by foreign 
personal holding companies, and ordinary loss treatment on the stock of the 
proposed foreign business corporations. We support this latter proposal as a 
measure consistent with the treatment provided by Congress last year for 
investments in small business corporations. 

Before closing, I request that the attached memorandum on the use of 
‘investment treaties” to remove obstacles to private investment in underde- 
veloped countries be included in the printed record. I prepared this memo- 
randum 5 years ago as a consultant to the International Development Advisory 
Board. Its recommendations were adopted by the IDAB at that time, and 
the ~ im for such a treaty program is, if possible, more pressing now than it 
was then. 

Mr. Chairman, I thank the committee for the courtesy you have shown me. 
I will be glad to answer any questions. 


The Cuatrman. Mr. Seghers? 

Mr. Crichley ? 

Mr. Mason. We are getting through them pretty fast. 

The Cuamrman. Mr. Silliman? 

Are you Mr. Patty? Allright, Mr. Patty? 

Mr. Patty, identify yourself for the record by giving us your name 
and residence and the capacity in which you appear. 
433495927 
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STATEMENT OF WILLIAM A. PATTY, COUNSEL, THE FIRST 
NATIONAL CITY BANK OF NEW YORK 


Mr. Parry. My name is W. A. Patty. I am a partner in the firm 
that are counsel for the First National City Bank of New York, on 
whose behalf I appear. 

The Cuamman. Can you conclude your statement in the 10 minutes 
we have allotted to you ? 

Mr. Parry. Yes; I can. 

The Cuarrman. If not, your statement will appear in its entirety 
in the record. 

Mr. Parry. Mr. Chairman and members of the committee, the 
pearente of the Internal Revenue Code relating to foreign trade 

ave been referred to as a tangled web of technicalities and formali- 
ties, capricious in result and difficult to administer, understand, and 
apply. These statements apply with special force in the case of US, 
banks having branches abroad. Not only do the banks have prac- 
tically all of the problems of business in general, but the requirements 
of the banking laws, both at home and abroad, create added difficulties 
under the tax laws. Since experience has shown that expansion of 
American business abroad is facilitated and encouraged by the exist- 
ence of American branch banks, it is submitted that the tax problems 
of American banking operations abroad warrant particular considera- 
tion by this committee. 

The bank is in accord with the testimony of many of the witnesses 
here to the effect that one of the strongest defenses against the fur- 
ther spread of communism is the strengthening of the economies of 
our friends and allies abroad, particularly the less developed coun- 
tries, through the increase of U.S. private investment and trade 
within their borders. We also join in the belief that the passage of 
H.R. 5 would tend to expand U.S. business in such countries and 
that the resulting benefits to their economies, and ultimately to our 
own, would more than compensate for. any immediate revenue losses. 
We believe, however, that we can most effectively use the time allotted 
us to point out three areas in particular where our tax laws, even with 
the modifications proposed in H.R. 5, impede foreign banking opera- 
tions and thus prevent us from doing the best possible job in foster- 
ing the development of private foreign investment and foreign trade. 
These areas are (1) the treatment of currency depreciation losses, (2) 
the discrimination against branch operations as compared with opera- 
tions through subsidiaries, and (3) impediments to the incorporation 
of banking subsidiaries. 


CURRENCY DEPRECIATION 


Much of the profit from foreign operations ook recent years, Na 
re) e 


ticularly in Central and South America, has been lost because of t 
drastic depreciation in the value of their currencies. For example, 
the currenciess of three of the most important South American coul- 
tries have declined by approximately the following percentages 1n the 

ast 10 years in terms of the U.S. dollar: Argentina, 90 percent; 
Breail, 85 percent ; and Chile, 95 percent. ; 

The effect of currency depreciation is particularly acute in the case 
of banks, for in many countries they are required to remit dollars 
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from the United States in order to maintain. at all times an excess of 
cal currency assets over local currency liabilities as a prerequisite to 
wrrying on business. In one country, for example, $1 mi lion re- 
mitted from the United States and converted into local currency 10 
years ago to create the required foreign currency balance puchased 20 
nillion local currency units. ‘Today those same units are worth only 
about $140,000. Any realistic determination of the profits in this 
country must obviously take account of this currency depreciation 


loss. 

The problem is further aggravated by the fact that such currency 
depreciation losses may not be taken into consideration under our tax 
laws except within certain narrowly defined limits. The Internal 
Revenue Code itself is silent on the question and, although the Serv- 
ice and the courts have recognized that the decline of foreign curren- 
cies reduces taxable income earned abroad in some cases, apparently 
because of the lack of statutory guidance the adjustment is being 
narrowly restricted. of 

The problem is best illustrated by the following simplified ex- 
ample. A foreign branch of a U.S. bank is required to maintain net 
assets of 30 million pesos in order to do business in a foreign country. 
It acquires such position by a remittance from the United States of 
83 million at a time when the peso is 10 cents, At the beginning of the 
year its balance sheet is as follows: Cash, 50 million pesos; loans, 
225 million pesos; banking premises, 25 million pesos; total, 300 mil- 
lion pesos. Deposits, 270 million pesos; net foreign currency balance, 
30 million pesos ; total, 300 million pesos. 

The operating profit for the year in the local currency is 4 million 
pesos. During the year the peso falls to 714 cents. The operating 
profit is $300,000. The value of the foreign currency acquired as the 
result of the remittance from the United States, however, has fallen 
from $3 million to $2,250,000. 

Despite the fact that there has actually been an economic loss for the 
year of $450,000 (1.e., the devaluation loss of $750,000 reduced by the 
operating profit of $300,000), the Service has indicated that, because 
of the ownership of banking premises, the branch would be subject to 
tax on $175,000 of the operating profit. 

The Service contends that the premises, regardless of the fact that 
they are located in the foreign country, have been paid for 
in the foreign currency, and if disposed of would be paid for with for- 
eign currency, take and retain a U.S. dollar cost. based on the ex- 
change value of the foreign currency at the time of the acquisition. 
The result is that $625,000 of the devaluation loss of $750,000 is dis- 
regarded. Had it been possible for the branch to operate without 
fixed assets, however, so that all its assets were represented by the 
local currency and peso loans, the Service recognizes that the opera- 
tions for the year would result in a $450,000 loss (Vietor & Achelis v. 
Salts Textile Manufacturing Co., 26 F. 2d 249 (D.C. Conn. 1928) ; 
0.D. 489, 2 C.B. 60, 1920). 

_ It has even been suggested by the Service that where the investment 
in fixed assets exceeds the foreign currency balance, an economic loss 
resulting from the devaluation of the foreign currency may result in 
a profit subject to U.S. tax at 52 percent. Thus, in the above exam- 
ple, had the cost of the banking premises been 40 million pesos, the 
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Service has indicated that there might be a profit subject to U.S. ta 
of $550,000 (i.e., $300,000, operating profit plus a phantom profit o 
devaluation of $250,000), although there was in fact an economic log 
of $450,000 for the year. 

A reduction of indebtedness does free assets and thus create a tax. 
able profit in some situations, and it is apparent this is the theory the 
Service is applying. But it is not appropriate here, for there is no 
freeing of assets by the discharge of deposit liabilities that could gire 
rise to taxable profit. Peso deposit liabilities are always matched by 
at least an equivalent amount of peso assets, and depreciation of the 
currency affects foreign currency assets and liabilities alike. The dis. 
allowed losses and phantom profits under the Service theory result 
mathematically from the inconsistency of freezing a U.S. dollar value 
as the cost of the premises, but devaluing the deposit liabilities, 

The difficult position of the banks is apparent. Each dollar of for- 
eign profit, after tax, will not produce 48 cents for expansion, but a 
very much lower figure, if currency depreciation losses are not taken 
into consideration for tax purposes. In such case, our 52 percent 
overall rate becomes a very much higher rate, for it is applied to 
profits that do not actually exist. Far from encouraging the expan- 
sion of our investment and business abroad, existing laws are thusa 
serious deterrent in the very areas where the need is greatest. 


RECOMMENDATION 


It is recommended that the tax law be clarified to eliminate any 
question that where a foreign branch of the U.S. bank is required by 
foreign law or business expediency to create and maintain a net bal- 
ance of foreign currency assets by the remittance of dollars from 
the United States, losses through depreciation of the local currency 
will be taken into consideration in computing the amount of foreign 
income subject to U.S. tax regardless of the nature of the assets and 
liabilities of such branch. 

Permission is respectfully requested to submit for the record a tech- 
nical memorandum setting forth a suggested clarifying amendment to 
the Internal Revenue Code, and computations under the proposal and 
under the tentative position of the Service. 

Mr. Foranp (presiding). Without objection, you may do so. 

(The memorandum referred to is as follows :) 


TECHNICAL MEMORANDUM 
CURRENCY DEPRECIATION 


The anomaly of a taxable profit resulting from a decline in value of the cur- 
rency of a foreign country where a U.S. bank is conducting a branch banking 
business comes about in the following manner, according to the present tentative 
view of the Internal Revenue Service. 

Under existing ¢ase law and Service rulings, one of the approved methods for 
determining the taxable profit of a branch operating in a foreign country is by 
comparing the branch balance sheet at the beginning and end of the year, and is 
thus known as the balance sheet method. Each item of the branch balance 
sheet is converted into dollars at the beginning and end of the year, the increase 
or decrease in the dollar value of the net foreign currency balance (branch net 
worth) representing the gain or loss for the year. 

Applied uniformly this formula would appear to do complete justice. The 
Service indicates, however, that it may be bound to attribute a “frozen” dollar 
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value to the foreign currency cost of banking premises and other fixed assets 
oven though they are bought and sold only in terms of the local currency. It 
further assumes, contrary to fact, that the operations of a bank result in a 
profit through the satisfaction of deposit liabilities with cheaper currency. 

The result is a mathematical phantom profit. This is illustrated by the fol- 
lowing table which converts the operations in the example described in the 
statement into taxable income subject to U.S. tax. . 

Column 1 computes the profit of the branch for the year in pesos.!. The oper- 


ating profit of 4 million pesos accounts for the increase in cash. 


| Dollars 


Pesos 
Bank’s Tentative service positions 
position 


(Column 1) | (Column 2) | (Column 3) | (Column 4) 


Jan, 1 (at 10 cents): 


| SRS eee P 50, 000, 000 $5, 000, 000 $5, 000, 000 $5, 000, 000 
21, 000, 000 21, 000, 000 21, 000, 000 
Premises. ...--.---- 40, 000, 000 4, 000, 000 4, 000, 000 
300, 000, 000 30, 000, 000 30, 000, 000 26, 000, 000 
270, 000, 000 27, 000, 000 27, 000, 000 | 27, 000, 000 
Net foreign currency balance_-- -- pnaticog | 30, 000, 000 3, 000, 000 3, 000, 000 (1, 000. 000) 
Dee, 31 (at 744 cents): 
54, 000, 000 | 4, 050, 000 4, 050, 000 4, 050, 000 
210, 000, 000 15, 750, 000 15, 750, 000 15, 750, 000 
| 40, 000, 000 3, 000, 000 
270, 000, 000 20, 250, 000 20, 250, 000 20, 250, 000 
Net foreign currency balance. ---.----.--- | 34, 000, 000 | 2, 550, 000 3, 550, 000 | (450, 000) 
Profit (loss) 4, 000, 000 | (480, 000)| 550,000 | 550, 000 
| 


Column 2 computes the tax by what is believed to be the correct method 
uder existing authorities and in accordance with good accounting practice. 
All balance sheet items are converted into dollars at the rate prevailing at 
the beginning and end of the year, and the increase or decrease of the dollar 
value of the net foreign currency balance (branch net worth) determines 
the taxable profit or loss. On the facts assumed, the operating income of 
$300,000 is wiped out by the devaluation loss of $750,000, and there is a loss 
of $450,000 for the year. This corresponds to the true economic loss. 

Columns 38 and 4 show the alternative ways of viewing the tentative Serv- 
ice position. Its method is to revalue only current assets and current liabilities. 
In column 3 the premises, although purchased for pesos, and carried on the 
branch books in pesos, are given a dollar cost based upon the 10 cents value 
if the peso at the time of acquisition. The value of the premises is then 
frozen at this amount. The effect of this is to increase the value of the premises 
in terms of pesos by one-third (it would require 53,333,333 pesos to produce 
the $4 million frozen figure in the December 31 balance sheet), although nobody 
would seriously argue that the premises would increase in value by one-third 
isaresult of the devaluation of the peso vis a vis the dollar.’ 

The same result is reached in column 4. The premises are eliminated from 
the balance sheet, thus creating at the beginning of the year a fictitious short 
sition in the foreign currency of 10 million pesos, or $1 million, instead of a 
het foreign currency balance (long position) of 30 million pesos, or $3 million. 
This fictitious short position is reduced in the December 31 figures as the re- 


in ePreciation has been ignored and the level of deposits and loans made constant for 
dmplicity, 

*The following table shows the action of real estate values in one of the principal South 
American cities compared with the rate of decline of the local currency and with real estate 
Values in the United States. 
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sult of the devaluation, and the mathematical improvement in condition jg 
viewed as taxable gain. 


Local | Index of | Value of | Value of $1,000 of | Value of 
currency | decline | 20,000 ~g local land i U8. $1,000 of 
units to | in value | local é 
the of local | currency | i | | land in 
currency | units in | In local In | 
units | dollars | currency | dollars 


100 | $1, 000 
200 | 


Sources: Brazilian data from Conjuntura Economica, Brazilian Institute of Economics, February 19%, 
p. 119; U.S. data from the Real Estate Trends, vol. 28, .\o. 22, p. 246, 1959. Appraisals of specific banking 
pre‘nises in a number of South American countries show relative declines greater than that indicated by 
the above index. 


What has caused this fictitious improvement in condition? On the Service 
theory instead of a net balance of assets of 30 million pesos there is a net 
indebtedness of 10 million pesos on January 1. At 10 cents per peso, this 
amounts to $1 million. At 7% cents per peso, it amounts to only $750,000. 
Thus it is assumed that there has been a $250,000 gain through cancellation of 
indebtedness, i.e., satisfaction of deposits at a reduced rate. In addition, the 
loss of $750,000 on 30 million pesos of assets under the bank’s method is dis- 
regarded, thus accounting for the $1 million spread between a loss of $450,000 
under the bank’s method and a profit of $550,000 under the Service method. 
Under the alternative Service view (col. 3), the frozen dollar cost of the premises 
is added in at the beginning and end of the year, reaching the same result as 
by omitting the premises entirely. 

The assumptions on which this cancellation of indebtedness theory is based 
are at variance with the facts on at least three scores. In the first place, 
there is no such discharge of deposit liability as this approach assumes. Thus, 
in the example, there is no reduction whatever in peso deposit liability, which 
remains at 270 million pesos. Furthermore, even if there had been a discharge 
of deposit liability, satisfaction of indebtedness does not result in taxable in- 
come where there are related offsetting losses (Bowers v. Kerbaugh-Lmpire Co. 
271 U.S. 170 (1926) ; B. F. Goodrich Co., 1 T. C. 1098 (19438) (Acq.) : William 
H. Coverdale, 4 T. C. M. 713 (1945)). Each peso of deposit liability is matched 
by at least an equivalent amount of foreign currency assets, and depreciation 
of the currency affects assets and liabilities alike. If devaluation produces a 
gain on liabilities, it produces an offsetting equivalent loss on assets that can 
only be realized on in the foreign currency. 

Finally, even assuming there were no offsetting losses, sections 108 and 1017 
of the Internal Revenue Code should come into play and eliminate any gain 
upon a proper adjustment of basis. Under these sections, even where there 
is concededly income from cancellation of indebtedness, Congress has shown its 
reluctance to tax this kind of paper profit and has provided adjustments elimi- 
mating the gain and reducing the basis of the taxpayer’s assets. 

Thus, the Service theory should reach the same result as the bank, but by a 
most circuitous route. Carried to its logical conclusion it would seem to (1) 
create an artificial debtor position by removing the premises from the balance 
sheet; (2) create a profit by assuming, contrary to the facts, the discharge of 
deposit liability with devalued pesos; (3) freeze the value of the premises at a 
high dollar basis; (4) exclude the fictitious income under section 108, and finally 
(5) reduce the artificially high basis of the premises under section 1017 by an 
amount equivalent to the gain excluded. The bank reaches this same result by 
a far more direct and logical method.’ 


Insofar as premises consist of depreciable assets, the difference between the Service 
and bank views is one of timing. The Service view disallows the devaluation loss, of 
actually creates a profit through devaluation, and then attempts to compensate by spread- 
ing an increased depreciation allowance over the life of the asset, but this is incentive 
n reverse. 


| 
| 
1953. - 40 | 116 23, 200 580 109 1,00 
75 | 375 267 139 | 27, 800 371 1 1 110 
1955__- 70 | 350 286 118 | 23, 600 337 
1956. 70 | 350 | 286 133 | 26, 600 330 1, 110 
90 | 450 222 171 | 34,200 380 114 119 
wif 
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AUTHORITIES 


The formula for taxing the profits of a foreign branch has been stated in 
slightly different form in various Service rulings and opinions. Thus, O. D. 489 
(20. B. 60 (1920) ), states in part: 

“In the case of a domestic corporation engaged in business in a foreign coun- 
try, its assets and liabilities (other than capital assets) recorded on its books 
in terms of the foreign currency, should be appraised in dollars (whether ac- 
tually converted or not) at the close of each taxable year in which it is engaged 
in active business at the current or market rate of exchange, if any, then pre- 
yailing. * * *” 

A. z R. 15, reported on the same page of the cumulative bulletin, describes 
the formula in slightly different language: 

“The committee has reached the conclusion that under the abnormal condi- 
tions characterizing foreign exchange during the European war, the taxpayer 
may convert current assets less current liabilities payable in the foreign cur- 
rency at the current rate of exchange or at any rate less favorable to him. * * *” 

In Frederick Vietor & Achelis et al. v. Salt’s Textile Mfg. Co., 26 F. 8d 249 
(D. C. Conn, 1928), the devaluation loss was determined by converting at the 
rates in effect at the beginning and end of the year the branch net worth com- 
puted as the sum of the following: 

“* * * cash, investments, inventories, and accounts receivable * * * deduct- 
ing therefrom the total foreign current liabilities, and adding thereto the fixed 
assets, consisting of land, buildings, and machinery taken at dollar cost”* (p. 
253.) 

In American Pad & Textile Co. v. Commissioner, 16 T. C. 1304 (1951) (Acq.,), 
the court said by way of dictum that one of the permissible methods for com- 
puting the income of a foreign branch is 

“* * * in the nature of a net worth method, comparing the assets at the begin- 
ning and end of the year as they are convertible into domestic exchange, thus 
giving effect to any gain or loss arising from fluctuations in the exchange 
rate * * *” (p. 1310). 

In Anderson, Clayton & Co. v. U.S., 168 F. Supp. 542 (Ct. Cl. 1958), the tax- 
payer had entered into an agreement with the Service providing : 

“The income of * * * autonomous foreign offices keeping their accounts in a 
foreign currency is to be determined by the difference in dollar net worth at the 
beginning and end of the year adjusted for any profits transferred from such 
branch during the year. In calculating the dollar net worth the current dollar 
rate of the foreign currency involved is used in the case of all current assets and 
all liabilities, and the dollar value of fixed assets is determined by the original 
foreign currency cost converted to dollars at the rates in effect when the invest- 
ment was made” (p. 542). 

_ Although all of the definitions follow the same general approach, they vary in 
important details. For example, the American Pad version provides for the 
revaluation of all assets and accords with the bank’s view. Two of the versions 
provide for the revaluation of current assets and all liabilities. The other two 
provide for the revaluation only of current assets and current liabilities. No- 
where is there an exact definition distinguishing between current and non- 
current assets or liabilities. While these may appear to be minor differences, 
the application of one definition rather than another can result in a major 
distortion of income as shown by the table at page 7. The formula applied 
should be one that reaches a practical and equitable result, and not one that 
disallows true economic losses and creates phantom profits. 


ACCOUNTING THEORY 


Although, of course, not controlling for tax purposes, the accounting principles 
applicable in such a situation are relevant. As a matter of fact, the court said 
in the American Pad case, supra, that this problem is primarily a matter of 
accounting rather than substantive law. 

‘It should be noted that this opinion does not hold that this is the exclusive formula. 
It merely approved the formula advanced by the taxpayer. In fact, the taxpayer as a 
matter of practice carried its fixed assets at a dollar cost and claimed depreciation based on 
dollar cost. The amount of fixed assets was also relatively small, so that their treatment 
did not affect the tax substantially. Under its accounting practice the ae could 
hot consistently have applied the bank method, for it assumes that the assets of the branch 
have a foreign currency basis for depreciation and all other reporting purposes. 
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In the light of the widespread devaluations that occurred following Wor 
War II, the American Institute of Accountants issued in 1949 a memorandyy 
entitled “Accounting Problems Arising From Devaluation of Foreign Currey. 
cies.”° While they laid down as a basic general rule that current assets and 
current liabilities should be converted at the rate of exchange prevailing on the 
day of the balance sheet, and fixed assets and long-term liabilities at the rates 
prevailing when the assets were acquired or the liabilities incurred, seyerg 
exceptions were provided : 

“One exception to the rule might be with respect to current plant additions 
when income is translated at postdevaluation rates. Another exception night 
be with respect to fixed assets acquired with foreign capital * * *.” 

Another important exception was made as to long-term liabilities. Pointing 
out that the use of historical rates was to avoid giving recognition to minor 
fluctuations in foreign currencies, the memorandum recognized that new rules 
were required, stating: 

“The argument has been advanced, however, and apparently without satis. 
factory rebuttal, that long-term bonds will be paid off in postdevaluation eur. 
rencies and therefore should be translated at postdevaluation rates. This argu- 
ment may not be compelling in any given instance, but the logic supporting it 
is convincing for a fall in rates of the breadth and size of the one just wit- 
nessed. Accordingly, with respect to long-term bonds, the general rule should be 
modified to permit translation at postdevaluation rates.” 


Finally, the exception with respect to fixed assets purchased with foreign 
funds is stated as follows: 


“* * * when fixed assets held in the foreign country were acquired with funds 
obtained in that country, it may be appropriate to restate the fixed assets to the 
extent of the reduction of the related debt.” 

When a branch is established in a foreign country it usually begins business 
in rented quarters. If the operations prove successful, and adequate rented 
quarters are not available, banking premises are acquired by the utilization of 
funds on deposit. The bank method restates the fixed assets to the extent of the 
restatement of the related deposit liability, and thus is in accord with the views 
of the American Institute of Accountants. 


THE STRAUS REPORT 


The recent Straus report ° recommends that existing law be clarified to recog- 
nize as ordinary losses for tax purposes the losses “due to exchange rate change, 
required by the Securities and Exchange Commission to be shown in published 
financial statements.” SEC Regulation S—X, Rule 3.09, requires that the “basis 
of conversion of all items in foreign currencies shall be stated,” and a 1950 
staff opinion states that the principles adopted in the American Institute of Ac 
ecountants Research Bulletin No. 4 (1939) should be followed. It is reasonable 
to assume that the later revision of this bulletin by the 1949 memorandum would 
likewise be given effect by the SEC, and that the Straus report has recommended 
the revaluation of fixed assets in appropriate circumstances in accordance with 
the position of the bank and that of the American Institute of Accountants. 


THE ECONOMIC VIEWPOINT 


A most extensive and careful consideration of the effects of devaluation upon 
the assets and liabilities of foreign branches and subsidiaries was made recently 
by Prof. Samuel R. Hepworth of the School of Business Administration, Uni- 
versity of Michigan.’ Assuming that it was proper to exclude fixed assets and 
long-term liabilities in reflecting the effects of minor fluctuations in foreign cur- 
rency, he concludes that entirely different principles are applicable in the case 
of such major and permanent devaluations as those involved in recent years. 
He concludes that losses resulting from such drastic devaluations must be re 
flected with respect to all balance sheet items, stating: 

“In order to reach a satisfactory conclusion as to the effect of devaluation on 
the translation process, it is necessary to consider the real nature of its effect 


5This memorandum has been restated in less detail in Accounting Research Bulletin 
No. 43 (1953). It amplified Research Bulletin No. 4 (1939). 

6°U.S. Department of State, “Expanding Private Investment for Free World Economic 
Growth” (1959), p. 


11. 
as Foreign Operations,” Bureau of Business Research, University of Michigan 
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B World the dollar value of foreign currency assets and liabilities. It seems reason- ; 
andum Y ‘lude that the effect of the devaluati f a forei : dol : 
Curren. able to conclu e tha e effect of the eva uation of a foreign currency on dol- 7 
ets and lar values is fundamentally the same as though a new foreign currency unit + 
z on the had been adopted, the value of which differed in terms of dollars from the previ- 
he rates ous currency unit. * * * It follows that devaluation of a foreign currency should 
several require adoption of postde valuation rates for the purpose of translating all 
foreign currency assets and liabilities into dollars * * *” (p. 134). 
ditions Explaining that there is as much reason for reflecting devaluation losses with 
xe Ss ass s Ss » , th states: 
1 might respect to fixed assets as W ith respect to other assets, Professor Hepwor j 
6 “« * * The impact of devaluation of a foreign currency on the dollar value of , 
-ointing foreign fixed assets is readily apparent. The magnitude of the aggregate stream 5 
> minor of equivalent dollar cash receipts * * * will be reduced as a result of the de- 
W rules creased dollar value of the foreign currency ; and hence it is necessary to con- 
clude that the portion of future dollar receipts attributable to foreign fixed assets 
t satis. has correspondingly diminished. While it is impossible, as previously men- : 
on cur- tioned, to measure with any sort of precision the amount of the future cash pom 
8 argu- inflows created by fixed asset items and hence to determine the extent of the e 
ting it decrease in this amount resulting from devaluation, it is appropriate to presume 
ist wit: that the decrease resulting from devaluation would bear some approximate panes 
ould be relation to the degree of devaluation. From this premise it is necessary to - 
conclude that the dollar value of foreign plant should be reduced from the 
foreign equivalent original dollar cost to a new dollar value which at least gives approxi- ; 
mate recognition to the probable diminution in future dollar cash inflows * * *” ‘ 
(p. 187). 
1 funds ideation Hepworth aptly points out the lack of direct connection between 
| to the internal inflation and devaluation as follows: 
“* * * In the first place, price inflation is certainly not the only possible 
1siness motive for devaluation. Foreign prices may be out of line internationally 


rented because of inefficient production techniques. This situation, particularly during 
tion of a postwar reconstruction period, may be caused by failure to keep pace with 
of the technological improvements in industrial plant and equipment. Under these 
views circumstances, upward adjustments in the carrying value of plant assets would 
appear to be in direct contradiction of the facts of the situation. * * * In addi- 
tion, there is no reason to believe that the adjustment in the external value of 
a currency caused by devaluation will bear a close relationship to the degree 
of internal price inflation, particularly to the increase in the price of specific 
recog- plant asset items * * *” (p. 138). 
hange, Professor Hepworth’s conclusions are precisely borne out by the Bank’s opera- 
lished tions in South America. Although there have been large increases in income in 
‘basis the local currencies during recent years, the “aggregate stream of equivalent 
| 1950 dollar cash receipts” has dropped sharply. Thus the following table shows that 
of Ac- in one of the principal South American countries, while the operating income of 
mnable the branches in the local currency from 1952 to 1957 parallels closely the growth 
would in the total dollar income of the Bank, approximately doubling during this 
ended period, the real operating income of these branches measured in dollars actually 
= dropped off by one-half. 
Index of total | Index of operating earnings 
Index of operating of branches 
upon Year decline earnings of 
of local bank in 
rently currency dollars In local In dollars 
Uni- currency 
s and — 
» case 
on on 
effect 
_ In fact, the performance of the branches was actually poorer than the table 
indicates, for it does not take into consideration the very substantial losses on 
letin the compulsory net foreign currency balance due to the decline in value of the 
nomic local currency. 
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PROPOSED AMENDMENT RELATING TO CURRENCY LOSSES OF FOREIGN BRANCHES oF 
U.S. BANKS 


It is submitted that the Service’s policy with respect to devaluation losses 
should be corrected so as to encourage rather than hinder the expansion of 
U.S. banks abroad. While it is believed that there is no statutory impediment 
to administrative correction of the present unrealistic positions, in the interests 
of speed and certainty it would be advisable to resolve the question by statutory 
enactment. Certainly, there is an obvious vacuum in the Internal Revenue Code 
with respect to the reporting of foreign operations, and even if the present 
inequities are cured by a change in the Service’s attitude, it still would be 
helpful to have statutory support and guidance. The following clarifying 
amendment is accordingly respectfully submitted. 

Recommendation.—It is respectfully recommended that section 446 of the 
Internal Revenue Code of 1954 be amended as to open taxable years by the 
addition of the following new subsection : 

“(f) ForeEIGN CURRENCY PROFITS AND LOSSES OF FOREIGN BRANCHES OF Banks, 

“(1) GENERAL RULE. A bank, as defined in section 581. 

“(A) engaged in active conduct of a trade or business through a branch 
outside the United States ; 

“(B) which maintains separate books of account for such foreign branch 
in the currency of the foreign country where such branch is located— 
may elect as a method of accounting, in the manner and at the time prescribed 
by the Secretary or his delegate, to report as ordinary income or loss, as the 
case may be, the increase or decrease during the taxable year in the net worth 

or deficit of such branch. 

“(2) METHOD OF COMPUTATION. In determing such increase or decrease— 

“(A) the adjusted basis for determining gain of the assets and liabilities 
of such branch in the foreign currency shall be converted into dollars at 
the rates of exchange existing on the first and last day of the taxable year; 

“(B) adjustment shall be made to such net worth or deficit as of the 
beginning of the year for any amounts contributed to such branch during 
the taxable year; 

“(C) adjustment shall be made to such net worth or deficit as of the 
end of the year for any remittances of profits made to the taxpayer during 
the taxable year at the rate of exchange existing at the time such remit- 
tances are made; 

“(D) any loss computed under this subsection shall be reduced by the 
amount of any net capital loss and increased by the amount of any net 
capital gain, and such net capital loss or gain shall be taken into account 
with other capital losses or gains of the bank; and 

“(E) any gain computed under this subsection shall be increased by any 
net capital loss and decreased by any net capital gain, and such net capital 
loss or gain shall be taken into account with other capital losses or gains 
of the bank. 

“(3) BLocKED INCOME. Income deferred for the purposes of this title be 
cause of monetary exchange or other restrictions imposed by the foreign country 
shall not be taken into account.” 

Similar language should be added to section 41 of the Internal Revenue Code 
of 1939, applicable to all open taxable years. 


DEFERRAL OF TAX ON INCOME OF FOREIGN BRANCHES 


Banks, for both legal and business reasons, are frequently unable to incor- 
porate their foreign branches and would thus be denied the benefits of H.R. 5. 
There is no logical justification for this discrimination against income earned 
by foreign branches of U.S. banks. 

Recommendation.—It is respectfuly recommended that the following new sec- 
tion be added to H.R. 5 to extend its provisions to foreign branches of U.S. banks. 


“Sec. 1362.—ELectep FoREIGN BRANCHES OF BANKS TAXED AS FOREIGN BUSINESS 
CORPORATIONS AND INTERNATIONAL TRADE CORPORATIONS 


“(a) GENERAL RULE. Subject to the qualifications in subsection (b), an 
election may be made by a bank, as defined in section 581, which during the 
taxable year operates a branch in a foreign country, permitting such branch to 
be subject to taxation as a foreign business corporation for such year and subse- 
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t years as provided in subsection (e). Such election shall be made in ac- 

cordance with regulations prescribed by the Secretary or his delegate. Each 
pranch With respect to which such electing bank has made an election under this 
subsection shall be an “elected branch” for the purposes of this section. 

“(b) QUALIFICATIONS. The election described in subsection (a) may not be 
wade with respect to a foreign branch unless such branch— 

“(1) derives 90 percent or more of its gross income, if any, from sources 
without the United States ; 

“(2) derives 90 percent or more of its gross income, if any, from the ac- 
tive conduct of a trade or business, which for purposes of this paragraph 
shall include commissions and interest and all income and gains from loans 
and investments ordinary and necessary for the carrying on of such trade 
or business. 

“(¢) CORPORATE PROVISIONS APPLICABLE. Under regulations prescribed by the 
Secretary or his delegate, an elected foreign branch shall, except as provided 
in subsection (g), be considered a corporation for purposes of this subtitle with 
respect to operation, distributions, and any other purpose; and the electing 
hank shall be considered the sole shareholder thereof. 

“(d) DuRATION OF ELectrion. The election under subsection (a) may be 
made for any taxable year to which section 951 (relating to foreign business 
corporations) applies, and shall continue in effect for all subsequent years until 
terminated, either by notice of termination filed by the taxpayer, or by failure of 
the elected branch for two successive taxable years to qualify under this section. 

“(e) IMposITioN or Taxes. An elected foreign branch shall be taxable as a 
foreign business corporation subject to the provisions of section 951(b), except 
paragraph (3) (B) thereof. 

“(f) COMPUTATION OF TAXABLE INCOME. In computing the taxable income of 
an elected foreign branch, there shall be allowed only such deductions and 
credits as are properly allocable to the operation of the business of such branch. 

“(g) PROVISIONS INAPPLICABLE. An elected foreign branch shall not be con- 
sidered a corporation, nor shall the electing bank be considered a shareholder, 
for the purpose of subchapter C, except with respect to— 

“(1) contributions of property, constituting either paid-in surplus or 
contributions to capital; and 

“(2) part I thereof (relating to distributions). 

“(h) MuLTIPLe BRANcHeEs. If an electing bank is engaged in trade or business 
through more than one branch situated in the same foreign country, then, for 
purposes of this section, such electing bank shall be deemed to be operating a 
single branch in such country. 

“(j) DivipENDS RECEIVED OUT OF REINVESTED FoREIGN BUSINESS INCOME. In 
the case of an electing bank which receives a dividend from an elected foreign 
branch out of reinvested foreign business income, as defined in section 951, there 
shall be allowed as a deduction an amount equal to 100 percent of the amount 
received as a dividend. 

“(j) ELecrep ForREIGN BRANCHES TAXED AS INTERNATIONAL TRADE CORPORA- 
tions. An elected foreign branch which, if incorporated as a domestic corpora- 
tion, would meet the requirements of section 921, shall be allowed in computing 
its taxable income the deduction provided under section 922.” 

Previous attempts to grant deferral of the U.S. taxation on branch income 
(H.R. 8800 and H.R. 7725) apparently failed of passage primarily because of 
their length and complexity. It is believed that both of these difficulties are 
avoided in the foregoing proposal. Brevity and simplicity are achieved by allow- 
ing the bank to elect to treat its branch as a corporate entity in much the same 
fashion as proprietorships and partnerships may be treated as corporations for 
tax purposes under section 1361. As a corporation for tax purposes the foreign 
branch can then qualify to be taxed as a foreign business corporation and an 
international trade corporation, achieving both the deferral and the 14 point re- 
duction provided in H.R. 5. 

Subsection (a) grants an election, under appropriate regulations, to any bank 
(defined in sec. 581), to have its branches which are qualified, taxed as foreign 
business corporations. The procedure adopted is similar to that applicable in 
the case of the consolidated returns election, which has operated most satis- 
factorily from an administrative standpoint. Each branch with respect to 
Which a bank has made the election under subsection (a) is referred to as an 
“elected branch” and for the purposes of administrative convenience, there is 
deemed to be only one elected branch in each foreign country in which the bank 
operates one or more branches (subsec. (f) ). 
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To be qualified, subsection (b) provides that a branch must meet the same 
tests imposed upon any domestic corporation seeking foreign business corpora- 
tion treatment, except that the “active conduct of a trade or business” require. 
ment is clarified to insure inclusion of certain important branch operations of 
banks. 

Subsection (¢c) provides that an elected branch is to be treated as a corpora. 
tion for all purposes under subtitle A, except as otherwise specified in sub- 
Section (g). Subsection (g) expressly makes the liquidation, organization, and 
reorganization sections of subchapter C inapplicable to an elected branch, by; 
preserves the corporate provisions of subchapter C relating to contributions to 
“apital and distributions. 

Subsection (d) follows the termination of election procedure of H.R. 5 py 
specifying that an elected branch will be taxable as provided in H.R. 5 until 
the election is terminated, either by notice from the taxpayer or by failure of the 
elected branch to qualify for 2 successive taxable years. 

Subsection (e) imposes the tax treatment provided in section 951(b) of 
H.R. 5, with certain exceptions pertaining to corporate transfers and acouisi- 
tions. Subsection (f) provides for proper allocation of deductions and credits 
to the branch in the computation of its taxable income. The last two sub- 
sections include benefits to the elected branch which are contained in separated 
portions of H.R. 5. 

In the event of the adoption of this provision and proposed subsection (f! 
of section 446, the following paragraph (4) should be added to the latter: 

“(4) ELecTeD FoREIGN BRANCHES. Upon the termination of an election made 
pursuant to section 1362(a), the bank shall report as ordinary income or loss, 
as the case may be, for the taxable year of termination, the increase or decrease 
during the period the election was in effect in the net worth or deficit of such 
branch in terms of the foreign currency in accordance with the provisions of 
paragraph (2) hereof.” 


TRANSFERS TO CORPORATIONS CONTROLLED BY TRANSFEROR 


Section 25 of the Federal Reserve Act forbids direct ownership by a national 
bank of stock in a foreign banking corporation. Foreign bank stock must be 
held indirectly through a domestically chartered intermediary, which may be 
either an Edge Act corporation ® or similar State-chartered corporation. Thus, 
a national bank which desired to incorporate a foreign branch would first have 
to organize an Edge Act corporation or its State counterpart, which, in turn, 
could organize and control the locally chartered bank. 

Although both corporations would then be able to take advantage of the income 
deferral provided under H.R. 5 and existing tax laws, the Internal Revenue 
Service has raised a question as to whether such a “multitiered” organization 
ean be created in the first instance without the imposition of substantial tax 
penalties in the form of eapital gain tax on any appreciation in value of the 
assets of the foreign branch transferred to the subsubsidiary. 

Section 351 exempts from recognition any gain realized on the transfer by 4 
parent to a controlled subsidiary of assets that have appreciated in value. It 
has been suggested that by its terms the section might be construed to apply 
only to a single transfer, and not to a transfer to a subsubsidiary, on the ground 
that the parent national bank is not “in control” of the subsubsidiary, but is only 
in control of the subsidiary Edge Act or State corporation. Without the requi- 
site control, a national bank would be unable to take advantage of section 351, 
and a transfer of appreciated branch assets in connection with the organization 
of a locally chartered bank would result in a taxable gain at a point where 
Congress could hardly have intended one to oceur. 

Case law.—Section 351(a) of the Internal Revenue Code provides that no 
gain shall be recognized if property is transferred to a corporation solely in 
exchange for stock in such corporation and immediately thereafter the trans- 
feror controls such corporation. 


8 An Edge Act corporation is one organized pursuant to sec. 25(a) of the Federal Re- 
serve Act (12 U.S.C. 611) for the purpose of engaging in international or foreign banking 
or other international or foreign financial operations, or in banking or other financial 
operations in a dependency or insular possession of the United States, and to act when 
required by the Secretary of the Treasury as fiscal agent of the United States. 
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With reference to the purpose of section 351, Judge Magruder stated in 
portland Oil Co. vy, Commissioner (109 F. 2d 479 (1st Cir. 1940) ) : 

“It is the purpose of section 112(b) (5) [the predecessor to section 351] to 
save the taxpayer from an immediate recognition of a gain, or to intermit the 
caim of a loss, in certain transactions where gain or loss may have accrued in 
a constitutional sense, but where in a popular and economic sense there has been 
q mere change in the form of ownership and the taxpayer has not really 
‘ashed in’ on the theoretical gain, or closed out a losing venture” (p. 488). 

In American Compress & Warehouse Co. v. Bender (70 F. 2d 655 (5th Cir. 
1934), the court stated : 

“The statute deals with a transaction whereby the relation of one or more 
persons to property is so changed that, upon their ceasing to be owners of that 
property, they come into control of a corporation upon the latter becoming the 
owner of that property by the former owners thereof transferring it to that cor- 
poration solely in exchange for stock of*that corporation. The statute evidences 
a recognition that the transaction therein described effects a change in form, 
but not in substance, of the beneficial interests of the transferors in the trans- 
ferred property. The transaction described in the statute lacks a distinguishing 
characteristic of a sale, in that, instead of the transaction having the effect of 
terminating or extinguishing the beneficial interests of the transferors in the 
transferred property, after the consummation of the transaction the transferors 
continue to be beneficially interested in the transferred property and have domin- 
jon over it by virtue of their control of the new corporate owner of it. * * *” 
(p, 657). 

"Bach of the transfers to a subsidiary and then to a sub-subsidiary complies lit- 
erally with the requirements of section 351. In addition, the purpose fulfilled by 
each transfer is consistent with the policy of the section, for there is ‘‘a mere 
change in the form of ownership” and the taxpayer will not have “cashed in” 
ona gain. Accordingly, if viewed separately, each transaction is not taxable 
under section 351. 

A different result should not follow merely because two or more section 351 
transfers will be made as a part of an integral plan. It is true that in certain 
instances two transactions taken together may be taxable, notwithstanding that 
each of them alone would be tax free. However, in such instances the trans- 
actions together reach a result that is inconsistent with the purpose for which 
the tax-free relief is provided. For example, it is not possible to effect a tax- 
free disposition of part of the assets of a corporation by first transferring them 
to a subsidiary and then merging the subsidiary with another corporation. 
Revenue Ruling 54-96, 1954-1 C.B. 111. Similarly, a transfer of assets to a 
corporation in exchange for stock of the corporation will be treated as a sale of 
the assets where as a part of a prearranged plan the transferor sells the stock 
that he receives to a third party. See S. Klein on the Square v. Commissioner 
(188 F. 24 127 (2d Cir. 1951) ) ; 8S. Nicholas Jacobs v. Commissioner (224 F. 2d 
412 (9th Cir. 1955) ). 

In the case of successive transfers to a sub-subsidiary, however, even if the 
several transactions are considered together they do not reach a result that con- 
travenes the policy of the statute. The purpose of the statute is to permit a 
taxpayer, Without incurring a tax, to transfer assets to a subsidiary. The policy 
of the statute would apply successive transactions of this type, particularly 
where the original transferor retains the entire beneficial interest in the assets 
transferred. Here the assets will be retained in one corporate family, and there 
will merely be an adjustment in the form of the ownership of such assets. 

There could certainly be no more objection to successive section 351 trans- 
actions than to successive liquidations of a “grandchild” subsidiary and its 
parent subsidiary under section 332, yet the technical objection that has been 
presented here could be made just as well under section 332(b) (1). It is under- 
stood that the Service agrees that successive liquidations under section 332 
would be tax free. 
quuccessive transfer to a sub-subsidiary is not similar to the transactions in 
roman Vv. Commissioner (302 U.S. 82 (1937) ), and Helvering v. Bashford (302 
US. 454 (1938)). In those cases, the Supreme Court held that stockholders 
realized gain when they transferred the stock of a corporation to another cor- 
Poration in exchange for stock of the transferee together with stock of the par- 
ent of the transferee. ‘These decisions are distinguishable, for they turned on 
i (uestion whether the parent corporation was a “party to a reorganization” 

ithin the meaning of section 112. That question is not here involved, for 


ah 


416 FOREIGN INVESTMENT INCENTIVE ACT 


under section 351 it is not necessary to have a “party to a reorganization.” }) 
considering questions under the reorganization definition the courts naturally 
have been technical in their construction of the statute, for the reorganization, 
provisions provide special relief from tax in certain transactions where there 
may be a substantial change in the beneficial ownership of the stock or aggoty 
involved. In successive section 351 transactions there can be no substantia) 
change in the beneficial ownership of the assets involved. In construing section 
351, therefore, substance rather than form should control, and narrow distin. 
tions should be avoided. 

Protection of the revenue.—It would be a travesty on the doctrine of gq). 
stance versus form to hold that successive section 351 transfers result in a tax. 
able gain, for they involve a mere adjustment in the form in which assets are 
have sought to create a taxable gain in a corporate reorganization in order to 
held. In the past there have been numerous instances where taxpayers have 
sought to create a taxable gain in a corporate reorganization in order to step 
up the basis of corporate assets so as to obtain additional depreciation dedue. 
tions. Notwithstanding the form of the transaction as a corporate liquidation 
and subsequent reincorporation, the Commissioner and the courts have held 
that in such cases the taxpayer has effected a nontaxable reorganization ip 
which the basis of the assets remains unchanged. See Survaunt v. Commis. 
sioner (162 F. 2d 753 (Sth Cir. 1947)). If the instant transactions are found 
taxable all these cases will be to no avail, for a taxpayer may follow the 
simple expedient of transferring the assets to a “grandchild” corporation in or- 
der to obtain a stepped-up basis in depreciated property. 

Similarly, there are instances where the taxpayer has sought to realize a 
taxable loss in a reorganization transaction which effected merely a change in 
the form of ownership of property. In the past the courts have treated such 
transactions as reorganizations, with no recognition of loss. See Survaunt vy. 
Commissioner, supra. However, if the instant transactions are held to be 
taxable transactions, such taxpayers may obtain a loss merely by transferring 
the assets to a “grandchild” corporation. 

Need for legislation.—There are strong arguments for construing the present 
section 351 as permitting successive transfers to controlled subsidiaries where 
the multitiered subsidiary organization is necessary or advisable because of pro- 
visions of the United States or foreign law. However, the Internal Revenue 
Service has not so ruled on a request submitted over 10 months ago, and the 
amendment is proposed to remove the present uncertainties. 

Recommendation.—It is respectfully recommended that subsection (c) of 
section 351 be amended by the addition of a new paragraph (2) so as to read 
as follows: 

“(c) Specrat Rute.—In determining control, for the purposes of this section— 

“(1) The fact that any corporate transferor distributes part or all of the 
stock which it receives in the exchange to its shareholders shall not be taken 
into account. 

“(2) If one or more persons are in control of a corporation and such 
corporation is in control of another corporation, such person or persons shall 
be considered to be in control of such other corporation.” 

The proposal expressly extends the concept of control, for the purposes of 
section 351, beyond a subsidiary to a sub-subsidiary. It would also permit the 
creation of a four-tiered organization where both a local holding company as 
well as a local operating company are necessary or desirable under the local law. 


Mr. Parry. With respect to branch reporting: The tax inducements 
accorded by H.R. 5 to encourage the expansion of American business 
abroad are largely geared to the subsidiary form of corporate organ- 
ization. In the case of banks, however, many foreign depositors ex- 
pect and rely upon the*security of the entire capital funds of the bank 
in the United States, and this capital ttength cannot be translated 
into subsidiaries, for the banking laws do not ordinarily permit the 
guarantee of the liabilities of a banking subsidiary. For these as well 
as other practical and legal reasons, operation abroad through sub- 
sidiaries is often impossible or undesirable in the case of U.S. banks. 
They will thus be prevented from using the procedures provided by 
H.R. 5 to encourage the expansion of their foreign operations. 
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RECOMMENDATION 


It is recommended that in the case of banks, at least, an election be 

rmitted to report for income tax purposes with respect to any for- 
eign branch as if such branch were a foreign business corporation. 
Under such a provision the earnings of an elected foreign branch 
would not be subject to U.S. tax until actually remitted to the United 
States. Such a provision would make it possible for foreign branches 
to compete on an equal footing with local banking corporations. For 
example, in one country where incorporation of our branch would not 
be feasible, the income tax rate applicable to the bank’s corporate 
competitors on a comparable volume of business is 21 percent, as com- 
pared with the 52-percent overall rate applicable to the bank. | 

This proposal does not involve radically new tax concepts. Similar 
procedures were proposed in H.R. 8300 (83d Cong., 1st sess.), and 
analogous procedures are now provided in section 1361 of the Internal 
Revenue Code permitting certain proprietorships and partnerships to 
elect to be taxed as corporations. Nor should it create any undue ad- 
ministative burden, for the accounts of foreign branches of U.S. banks 
are required to be separately maintained under rules prescribed by 
the Federal banking authorities, and are subject to their supervision 
and control. 

The technical memorandum to be submitted for the record will con- 
tain a suggested branch election provision and a brief analysis of 
its effect. 

IMPEDIMENTS TO INCORPORATION OF BRANCHES 


In some countries operation regs local subsidiaries rather than 
branches is possible and desirable. Here a bank encounters impedi- 
ments to incorporation that do not exist in the case of most other 
businesses. Under section 25 of the Federal Reserve Act, a national 
bank may not hold directly the stock of a subsidiary bank except an 
Edge Act corporation or similar State chartered corporation. While 
such an approved U.S. subsidiary may itself hold the stock of a for- 
eign subsubsidiary, the Internal ? ewe Service has raised a question 
as to whether on a three-tiered organization can be created without 
the imposition of substantial tax penalties in the form of capital gain 
tax on any appreciation in value of the assets of the foreign branch 
transferred to the sub-subsidiary. 

The Internal Revenue Code provision involved is section 351, which 

exempts from recognition any gain realized on the transfer by a 
parent to a citealad subsidiary of assets that have appreciated in 
value. It has been suggested that by its terms the section might be 
construed to appl ale to a single transfer and not to a two-step 
transfer toa pest sidiary. 
_ To illustrate, in one foreign country where the bank has considered 
incorporating its branch, the rate applicable to its corporate competi- 
tors is 23 percent, compared with the bank’s overall rate of 52 per- 
cent. While this discrimination can theoretically be avoided by the 
incorporation of the branch, in fact uncertainties as to the application 
soup 351 prevent the bank from organizing the necessary sub- 
sidiaries, 
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RECOMMENDATION 


To permit operation through foreign subsidiaries where this js 
necessary or desirable under the host country banking or tax laws. it 
is recommended that section 351 be clarified to permit the transfer of 
the assets of a foreign branch to a foreign corporation controlled by 
a domestic subsidiary without the fear of imposition of the capital 
gain tax on any appreciation in value of branch assets or on branch 
good will. 

The technical memorandum to be submitted for the record will 
contain a discussion of the case law on the question, and a proposed 
clarifying amendment to section 351. 

Mr. Foranp. Without objection, that will be done, Mr. Patty. 

You have exhausted your time. If you would care to, you may ex- 
tend the balance of your statement in the record. 

Mr. Foranp. The next witness is Mr. William Mathers. 

For the purpose of the record, Mr. Mathers, will you give your full 
name and the capacity in which you appear. 


STATEMENT OF WILLIAM H. MATHERS, VICE PRESIDENT AND 
SECRETARY, THE YALE & TOWNE MANUFACTURING CO. 


Mr. Maruers. Mr. Chairman, my name is William H. Mathers, and 
I “re vice president and secretary of the Yale & Towne Manufactur- 
ing Co. 

Mr. Foranp. Do you think you can complete your statement in the 
10 minutes allotted to you by the committee / 

Mr. Maruers. I have a 12-page written statement which I should 
like to submit for the record. 

Mr. Foranp. The entire statement will be included in the record. 

(The statement of Mr. Mathers is as follows :) 


STATEMENT ON H.R. 5 PRESENTED BY WILLIAM H. MATHERS, VICE PRESIDENT AND 
SECRETARY, THE YALE & TOWNE MANUFACTURING Co. 


Mr. Chairman and members of the committee, my name is William H. Mathers 
and I am vice president and secretary of the Yale & Towne Manufacturing Co. 
This statement is submitted to your committee in the belief that the experience 
of Yale & Towne in the field of foreign operations and certain of the conclusions 
derived therefrom may offer some useful and constructive information which 
will assist in your consideration of H.R. 5, a bill entitled “Foreign Investment 
Incentive Tax Act of 1959.” 

Yale & Towne was founded in 1868 and in 1882 it was incorporated in the 
State of Connecticut. The company’s early business consisted of the manufac- 
ture and sale of pin-tumbler cylinder locks which led to the production of prac- 
tically all types of locks, door closers, and builders’ finishing hardware. In 
1875 Yale & Towne began the manufacture and sale of certain types of materials 
handling equipment and this portion of its operation was extended over the 
years to a wide variety of materials handling equipment including hoists, indus- 
trial trucks and construction machinery. At the present time the company 1S 
one of the largest U.S. manufacturers of industrial trucks and hoists with plants 
in Philadelphia, Pa., Chicago, Ill., San Leandro, Calif., Forrest City, Ark., and 
Batavia, N.Y. The lock and hardware manufacturing business in the United 
States is carried on in plants located in Lenoir City and Gallatin, Tenn., Salem, 
Va., Monroe, N.C., Berrien Springs, Mich., and Stamford, Conn. 

Early in its existence Yale & Towne began promoting its name and selling its 
products on a worldwide basis. For many years it has operated wholly owned 
manufacturing facilities in Canada, Great Britain, and West Germany. _The 
manufacturing plant in Velbert, West Germany, was confiscated during W orld 
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War II and after the war this plant was reconditioned and greatly expanded at 
considerable cost. In addition to foreign manufacturing activities and export 
sales from the United States, Great Britain, and Germany, Yale & Towne has 
licensing arrangements in several other countries including Australia, France, 
and Italy. Up to the present time Yale & Towne has operated overseas through 
pranches rather than subsidiaries but, for reasons noted below, creation of over- 
seas subsidiaries is being given serious consideration. 

Yale & Towne would seem to be a fairly typical U.S. manufacturing company 
with sales of approximately $135 million, 11,000 employees and 12,000 stockhold- 
ers. Approximately 25 percent of these sales are made in foreign markets. The 
company owns a large number of patents, both domestic and foreign, and the 
“Yale” trademark is registered in 838 foreign countries. Products manufac- 
tured by Yale & Towne are sold in direct competition with those of both U.S. 
and foreign manufacturers. Throughout the years it has engaged in national 
and international advertising and promotional activities in order to stimulate 
existing markets and develop new ones. It has a number of product lines which 
are sold both to the individual consumer and to other industries. Such products 
move in highly competitive markets in the United States and abroad. Technical 
advances in both lock and hardware products and materials handling equipment 
products demand constant appraisal of markets as well as a very considerable 
research and development program, 

A portion of my duties relate to the activities of Yale & Towne in the foreign 
field. Within the last few months I have spent a great deal of my time in a 
number of countries in Western Europe, the Middle East, the Far East, and 
South America, as well as in Australia. These trips were made for the express 
purpose of inquiry into business conditions existing in markets throughout the 
free world which affect the foreign activities of Yale & Towne, to study the 
available alternatives for expanding our foreign business in light of present and 
anticipated conditions, and to negotiate various types of arrangements for the 
benefit of the company and its stockholders. 

One of the most acute problems facing the U.S. businessman today is the 
rapidly increasing severity of foreign competition in almost all markets of the 
world including the United States. In using the term “competition” I in- 
clude all of the many and varied factors which handicap the ability of any 
US. corporation to maintain its world markets just as effectively as does ordi- 
nary competition from other manufacturers. The economic revival of nations 
in the free world has led to increased industrialization in almost every field. 
Growing nationalism has, in many instances, prompted various restrictive devices 
designed to protect and encourage local manufacture. Fiscal problems and 
hard currency deficits have led to severe exchange controls and limitations on 
imports. Six countries of Western Europe have embarked on a plan for eco- 
noniec integration which could easily result in discrimination against those 
corporations not manufacturing within the designated Economic Community. 
This Common Market concept is also being seriously considered in other parts 
of the world. Technical advances are moving at such a rapid pace that impor- 
tant and expensive decisions can no longer be delayed. High production costs 
and inflation in the United States are gradually pricing many products out of 
large markets abroad and are making it more and more inviting for foreign 
manufacturers to move their goods into U.S. markets. Factors such as these 
combine to block or, at the very least, hamper the efforts of U.S. companies 
to maintain their leading position in world markets. 

Yale & Towne has, over the years, invested a very substantial sum of money 
in the promotion of the name “Yale” throughout the world and in the develop- 
ment and sale of a broad line of quality products. The success of our efforts 
has been outstanding. Despite this, the various competitive factors which I 
have noted are beginning to exclude our products from many foreign markets 
which have been traditionally served through export from the United States, 
Great Britain, and Germany. Unless we take costly, affirmative action to estab- 
lish additional manufacturing facilities overseas there is a serious danger that 
we will lose the hard-won benefits which have accrued to our name and to our 
products in many areas of the world. 

The only practical solution which we have thus far found to these many 
problems is to expand existing foreign facilties and establish new manufacturing 
facilities abroad which will give us the opportunity to produce and sell our 
products in the same economic environment applicable to our many competitors 
in foreign countries. This solution, of course, calls for large expenditures of 
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money. I doubt seriously that many companies in the United States today 
including Yale & Towne, have sufficient capital to meet a requirement of such 
magnitude. Some action must be taken whereby U.S. industry, under the ays. 
pices and protection of U.S. law, can more rapidly accumulate the funds neces. 
sary to meet its competition. The means for accumulating these funds should be 
designed in such a way as to avoid handicapping industrial activity in th 
United States by forcing the export of capital to the detriment of our overg| 
economic soundness. Substantial funds must be retained in the United States 
in order to continue the vast U.S. industrial program of replacing obsolegcent 
plants and machinery and of steadily increasing productivity. If, in attempting 
to hold on to its world markets and maintain its earnings from those sources 
U.S. business is forced to curtail investment required at home, the resulting 
weakening of the national economy will more than offset the advantages of maip- 
taining our position abroad. 

The international problems facing U.S. industry also constitute a growing 
challenge to the overall economy of the United States and to its position ag the 
leader among the nations of the free world. Economic growth and stability are 
equally important to military superiority, if not more so. In any case, if the 
economic position of the United States were to deteriorate, we would not be ina 
position to maintain our military effort. 

Perhaps it might be said with some justification that we in the United States 
are in large part responsible for existing world conditions. Through the most 
far-reaching Government aid program in history and through considerable pri- 
vate investment abroad, we have infused the economies of other countries with 
the power to compete with us. We did this to resuscitate our friends, to ad- 
vance the cause of human dignity, equality and freedom, and to defend our. 
selves. Obviously, these causes deserved and still deserve the maximum effort 
on our part. However, the revitalization of the economies of other nations at 
the expense of our own certainly is not a sensible objective. We must give 
thought to our own national welfare and the strength of our own industries. 
The time has come for action calculated to assist our own citizens in effectively 
meeting foreign competition and our own Nation in protecting its position of 
world leadership. 

This situation leads directly to consideration of the proposed legislation now 
before this committee. 

H.R. 5 contains provisions which I believe will assist and encourage Ameri- 
ean enterprise in meeting the problems I have attempted to briefly describe. 
Certainly such provisions are of great interest to Yale & Towne as a compaly. 
If the bill were enacted and the need for the large expenditures which the U.S. 
Government is now making for economic assistance to other nations were thereby 
ultimately reduced as predicted, the benefits to the entire Nation will be signifi- 
cant. My comments on certain provisions of the proposed bill are in no way 
intended to touch on the technical aspects of drafting the detailed provisions 
of the bill. I am confident that your committee has at its disposal the abilities 
of many experts who are in a position to assist in making any technical revisions 
which may be considered necessary. The specific portions of H.R. 5 which 
Yale & Towne believes particularly deserve your favorable consideration and 
upon which I would like to express my views are those which provide for tax 
deferral on income to a foreign business corporation, for tax free reorganization 
of existing foreign corporations, for tax sparing and for the right to select an 
overall foreign tax credit limitation rather than a per country limitation. 

Section 2 of H.R. 5 provides for the creation of a special type of domestic U.S. 
corporation called a foreign business corporation. The foreign source income 
of such a foreign business corporation would not be subject to U.S. income tax 
so long as it is employed in foreign operations. This means that a U.S. corpo 
rations such as Yale & Towne could establish a corporation under the protection 
of and subject to the jurisdiction of our own laws to conduct the foreign opera- 
tions of our company through operating subsidiaries. The income derived from 
such foreign activities could be accumulated and used for new foreign invest- 
ments as well as for expansion of existing foreign facilities without reduction 
by virtue of U.S. income tax. Except to the extent that taxes may be currently 
assessed by a foreign country, the income from exports to foreign markets and 
from foreign manufacturing facilities would have considerably more value to 
us that such income now has in meeting foreign competition. Instead of being 
able to reinvest only 48 cents of every U.S. dollar earned by our foreign opera- 
tions we could in many cases invest up to $1 of every dollar so earned. Inas 
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much as foreign operations now constitute 25 percent of the total sales of 
Yale & Towne, additional capital made available for investment abroad in this 
manner would be of considerable benefit to the company. It would permit us 
to establish facilities in South America, in South Africa, in India, to name only 
a few areas, and thus retain and expand the markets in these countries which 
we have developed in past years and which we have lost, or may lose, if we do 
not take prompt measures to establish additional foreign facilitics. It would 
make available to us in large part the capital necessary to establish and main- 
tain such facilities within Common Market areas so that we may continue 
to sell in those areas and forestall the serious effects which could result from 
the discrimination inherent in the Common Market concept. 

Furthermore, the buildup of income upon which we could temporarily defer 
payment of U.S. income taxes would allow us to make these foreign investments 
without creating a drain on the capital which we must continue to employ in 
the United States itself. We would in turn be able to use of portion of our 
profits made through sales in this country, which we are being obliged to send 
abroad, for further expansion and technical advances at home. These measures 
will not only help Yale & Towne but when applied to U.S. industry as a whole 
will add to the basic strength of the U.S. economy, maintain and increase em- 
ployment, and materially assist in successfully meeting foreign competition in 
our U.S. markets. The contributions to human welfare which our investments 
and those of other U.S. companies would make in many countries of the free 
world, including the less developed countries, would constitute additional benefits. 

Yale & Towne has recently been making exhaustive studies of many foreign 
markets including several in the so-called less developed countries. These stud- 
ies have been made at the situs by our own personnel. It is obvious that there 
are considerable markets in many of these less developed countries which can 
be developed and which eventually would prove to be most advantageous to all 
concerned. Exports from our present manufacturing facilities to many of these 
markets are practically impossible at the present time. With the requirements 
for more capital in areas where we are maintaining existing markets in the face 
of serious competition or in areas of less risk which offer the expectation of 
fairly early profits, we cannot justify diverting large amounts of capital to estab- 
lish facilities in the underdeveloped countries. 

In its comments on tax deferral the Treasury Department states that it favors 
the tax deferral concept ‘“‘on a basis limited to the less developed countries of the 
free world.” This limitation, if eventually included in the legislation, would, in 
my opinion, render the proposed law virtually useless and would completely 
defeat its utility as a vehicle for meeting foreign competition on something 
approaching an equal basis. Furthermore, the administrative and accounting 
problems involved in the separation or apportionment of costs and profits as 
between countries, depending on the characterization of their stage of develop- 
ment at any particular time, would be so burdensome that there would probably 
be very few companies which would elect to use the law for any reason. 

Certainly there is great merit in aiding in the development of the less de- 
veloped countries of the free world and this is a matter of established national 
policy. However, it seems to me that the general tax structure and the spe- 
cific tax laws enacted by Congress to raise revenue by levying against the earn- 
ings of U.S. citizens should be designed primarily for the benefit and welfare 
of U.S. citizens rather than for the benefit and welfare of citizens of other 
countries who are not subject to such laws. The position which the Treasury 
Department has taken in this respect appears to me to put the cart before the 
horse. Rather than supporting tax legislation which will assist U.S. industry 
to effectively compete on equal terms in world markets with a view to enabling 

S. business to realize profits which will provide indirect development and 
assistance to the less developed areas, the Treasury recommendation, in effect, 
directs the tax law itself to operations in less developed countries with the 
apparent thought that a possible indirect benefit might accrue to U.S. business 
through tax deferral if any profits can be made in those countries. I firmly be- 
lieve that this approach tends to ignore the obvious necessity of preserving the 
Present strength of the U.S. industrial complex. 

The Treasury further proposes that very severe limitations be placed on 


age derived from exports. Although the Treasury’s position is not entirely 
Clear to me, it seems to suggest that deferral would only be available in the 
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corporations which do not earn more than 50 percent of their gross income from 
export. Any benefit to be derived from the legislation would be severely dj- 
minished by such limitations. Although exports by Yale & Towne, particularly 
from the United States, have recently declined somewhat in certain areas, they 
continue to produce a substantial amount of income. Export income frequently 
is not subject to foreign taxes which means that it constitutes an important 
source from which a U.S. corporation could more rapidly build up capital for 
foreign investment if it were in a position to defer the United States income tax 
on profits from this source. Medium and small size U.S. companies which do 
not now have foreign facilities through which they can generate income will be at 
a particular disadvantage if income from exports is excluded from tax deferral. 
Such companies would face the serious problem of having to secure capital to 
establish foreign manufacturing plants or be completely excluded from foreign 
markets now served by their exports. Rather than reduce or in any way inter- 
fere with the deferral allowance for export income, I would recommend clari- 
fication of H.R. 5 to make it perfectly clear that export income derived from 
shipments tb any country is deemed to arise from foreign sources and is entitled 
to the benefits of tax deferral. 

The reason which the Treasury seems to be advancing for limiting the tax- 
deferral provision to less developed areas and for excluding all or part of export 
income is what the Department refers to as “substantial revenue losses.” This, 
of course, is the traditional basis for the Treasury’ opposition to tax-reform 
measures, however equitable or necessary they may otherwise be. I have no 
quarrel with Treasury’s purpose in “protecting the revenues.” Certainly, this 
is one of its duties and obligations. However, in addition to being watchful and 
prudent with respect to proposals affecting the revenue, it should make every 
endeavor to be farsighted and realistic in evaluating the ultimate result of any 
particular piece of tax legislation. The fiscal soundness of the U.S. Government 
5, 10, 50, and 100 years from today is just as important as that 5 months from 
now. Although a postponement of tax necessarily means a reduction of current 
revenue, I feel this is a small price to pay in this case since the ability of US. 
citizens, including corporations, to pay taxes necessary to meet the demands of 
Federal Government in the future will be so greatly enhanced. If taxpayers in 
the United States cannot establish, develop and maintain foreign markets or if 
in order to do so they must sacrifice expansion of their domestic activities in the 
United States or if they are not placed in a position where they can profitably 
meet foreign competition in the United States and abroad, their taxable income 
a few years hence may very possibly be a great deal less than it is today. If 
our taxpaying corporations are strong their stockholders (who incidentally are 
also substantial taxpayers) will benefit. However, there is no way in which 
those stockholders will be able to realize the benefit unless the tax-deferred 
earnings are returned to the United States and at that very moment the Treas- 
ury will also benefit by the payment of U.S. taxes. 

The Treasury implies that it might favor unlimited tax deferral at some 
later time, presumably when there is less pressure for revenue receipts. This 
seems to be advocating “deferring deferral” indefinitely. It is hard to believe 
that the time will soon arrive when budgetary demands upon the United States 
will shrink in any marked degree. In the light of the seriousness of the position 
in which the U.S. business community finds itself today, the concept of “deferring 
deferral” cannot be found to be acceptable. U.S. business needs the benefits 
of this legislation now and not later. 

Section 3 of H.R. 5 would amend section 367 of the Internal Revenue Code 
of 1954 to provide for the tax free transfer of the foreign assets of a US. 
corporation to foreign corporations owned or controlled by the U.S. company 
without requiring advance approval by the Internal Revenue Department. I 
agree with the Treasury Department that this section should be further 
amended to permit the tax-free transfer of assets now owned by a foreign cor- 
poration to a foreign business corporation as defined by section 2 of FLR. 5. 
This would merely seem to be a necessary implementation of the provisions for 
tax deferral of foreign source income if the purposes to be served by this legis- 
lation are to- be realized. Without this provision the establishment of a foreign 
business corporation by organizations now operating through foreign subsidiaries 
would lose much of its appeal. It should be made clear in section 3 that trans- 
fers of assets from one foreign country to another would be permitted without 
U.S. tax penalty. I also feel that the definition of foreign business property 
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nates against U.S. taxpayers who for one reason or another have not as yet 
engaged in foreign operations. 

Section 5 of H.R. 5 would afford a U.S. corporation the alternative of using 
the overall foreign tax credit limitation as against the per-country limitation 
allowed under present tax laws. It would seem to be unrealistic to propose 
on the one hand that U.S. income tax be deferred in order to make available 
capital needed for investment in foreign operations and on the other hand fail 
to provide that the U.S. taxpayer can receive maximum credit for taxes paid 
in foreign countries. Under existing laws a corporation with income from a 
country with a tax rate higher than that of the United States and income from 
another country with a lower tax rate than that of the United States would 
pay no U.S. tax on the former but would pay the difference between the 
US. rate and that of the lower rate country. Tax rates are in most cases 
higher in the more developed countries with large markets and therefore the 
result generally is that a corporation pays more U.S. tax on income from high 
risk, small market countries than it does on income from low risk, large market 
countries. 

The present law certainly does not encourage investment in the less developed 
areas. The amendment set forth in section 5 of H.R. 5 would allow the tax- 
payer to take all foreign income taxes as a credit against total U.S. taxes on 
foreign income up to the amount of U.S. taxes on such income. In other words, 
total foreign tax paid on income earned abroad would be directly related to 
total foreign income earned abroad in calculating the credit allowed against 
the U.S. tax. Inasmuch as one of the consequences which we believe will result 
from this legislation will be the encouragement and promotion of investment in 
less developed areas, the inclusian of this particular provision would offer con- 
siderable incentive in this direction. 

Section 6 of H.R. 5 wouid permit the Secretary of State to determine that 
temporary tax waivers offered by underdeveloped countries were offered in good 
faith and credit would be given for this waived tax as though it had been paid. 
Credit for taxes waived would be for a period not exceeding 10 years. This 
provision also affects the indirect benefit which will flow from the overall 
legislation; namely, the strengthening of less developed areas. Many less 
developed countries offer tax waivers as an incentive to attract foreign invest- 
ment. This is one of the few means they have for inviting foreign companies 
to put capital into areas of high risk which offer prospects only for long-range 
returns. If no credit is given against U.S. tax for the tax waived in such 
countries, the effort of these countries is lost. 

It has been advocated both in the Treasury report and by other agencies 
that this so-called tax-sparing feature should be utilized as a tool for tax treaty 
negotiations rather than being spelled out by legislative enactment. I believe 
that up to the present time this feaure has been reserved for his use and to the 
best of my knowledge a treaty embracing this principle has not yet been suc- 
cessfully concluded. This would indicate that the tax-sparing concept is not of 
any great significance in the area of treaty negotiations. A further objection 
to this position is that even if a treaty were successfully accomplished it would 
normally take a long period of time during which the credit would not be 
available to a U.S. company. Inclusion of this provision in the legislation 
would demonstrate te the less developed countries which offer the incentive 
of tax waivers that the U.S. Government is encouraging its business community 
toinvest in such countries. ; 

I have stressed the benefits which H.R. 5 would offer the U.S. business com- 
munity in its domestic activities as well as in its foreign operations. The state- 
ment has sometimes been made that incentives and assistance on the part of 
the Government which would encourage further foreign investment should be 
opposed because of the threat to American employment. This argument is 
apparently based upon the assumption that the creation of jobs for foreign 
personnel will be at the expense of jobs in the United States and that manu- 
facturing U.S. products abroad will further decrease exports. I do not believe 
that either of these premises is sound. 

U.S. corporations are now hard put to retain their export levels, and they will 
be under increasing pressures as foreign nations continue to strengthen and 
industrialize. One of the greatest weapons we have to counteract this trend 
8 to increase our investments abroad. I believe it can be shown that there is 
a direct correlation between growth in U.S. foreign operations and growth in 
US. trade. As we expand our investments to stimulate and enlarge foreign 
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markets, the demand for our products and services will increase. In many 
cases establishment of foreign facilities leads to an increase in exports in the 
form of shipments of complicated component parts. As we help other countries 
develop their resources and raw materials which we can import to supplant those 
becoming depleted in the United States, those countries will be able to earn 
dollars to buy our products. There is also a direct relation betwen per capita 
income and per capita purchase from the United States. Increased foreign 
investment will greatly contribute to raising living standards of peoples overseas 
whereby the foreign customer can afford to buy quality products from the 
United States. Although the character of exports may change, the value will 
grow as a result of the increase in our international operations. 

On the other hand, if we do not accelerate our foreign investment in such 
a manner that we can retain and expand our foreign markets, the earnings 
of U.S. corporations will be greatly curtailed and cut-backs in production will 
be almost inevitable. If U.S. business is given the means whereby it can invest 
abroad without interfering with its capital requirements at home, it can use 
such capital to further develop U.S. markets, to expand domestic facilities and 
to enlarge research programs, all of which will create new jobs and assist in 
maintaining and increasing our high standard of living. 

Briefly summarizing the results of the long and exhaustive studies which Yale 
& Towne has made of its position in world markets, of the changing patterns of 
international trade and of the rapid growth and industrialization of foreign 
countries, we have arrived at the following basic conclusions: 

1. Competition from foreign manufacturers is becoming increasingly intense 
and the ability of foreign industry to equal and surpass us in world markets is 
becoming a reality. This is true of our friends in the free world as well as of 
the Soviet Union and Red China. No matter how neighborly the competitive 
contest may be, it must be met and won if our worldwide business is to survive. 

2. We are now virtually excluded from several foreign markets and we may 
lose additional opportunities to sell our products, principally due to restrictive 
policies applicable to our exports and to the high production costs in the United 
States which prevent our meeting competitive prices. 

3. We are convinced that the challenge which we face as a company is, ona 
much greater scale, one which faces the United States as a nation. Our problem 
are, in the broad sense, the problems of the entire U.S. economy and the signifi- 
eance of the outcome is even more grave. 

4. At the moment the only way we can see to counteract the forces affecting 
our foreign activities is to increase our foreign investments throughovt the 
world and establish facilities abroad so that we may compete on an equi! basis 
with those who would displace us in oversea markets. 

5. We do not have sufficient capital to meet this need fully and, unless we are 
able to accumulate such capital rapidly, through retention of foreign source 
earnings, our losses may never be recovered. In addition, if we must use the 
capital which is available even in a limited effort to protect our fereign markets, 
our plans for growth and expansion here in the United States necessarily will 
be curtailed. 

We could of course establish a foreign base company at the prese: t time and 
thereby build up income on which we would be able to defer taxes and there 
after reinvest such income to build up our foreign activities. Great Britain, 
Belgium, Holland, Switzerland, Lichtenstein, Liberia, and Panama, to name only 
a few countries, have realized the advantages of this type of assistance to cor- 
porations with foreign operations. If our own Government Coe: not act to 
make this necessary facility available to us, we plan to employ an international 
base company in one of these countries. However, I can say emphatically that 
Yale & Towne would prefer not to take any such step and for very sound reasons. 

One of the basic problems we face with foreign corporations is that of costs. 
Our competitive advantage is handicapped if we must bear the expenses of 
moving families abroad and of the demands of administration, transportation, 
and communications involved in such an operation. The complexities of foreign 
legal requirenrents are burdensome and time consuming. The benefits of US. 
tax and other treaties would be lost to us and we could not take advantage of 
the investment guarantee program offered by the International Cooperation Ad- 
ministration. If we can establish a foreign bus'ness corporation on U.S. soil, 
we can freely employ U.S. citizens for the jobs which will be created. If we set 
up th® operation on foreign soil we may bo forced, through language barriers 
and government pressures, to employ local nationals in all but the very top 
positions. 
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The considerations which I have attempted to set forth in this statement, all 
of which could be greatly expanded, have prompted Yale & Towne to appraise 
and analyze the provisions of H.R. 5 very carefully. Although I have limited 
my comments to specific portions of the proposed legislation, we believe that 
each provision of the bill has merit and, if not restricted to the point of ineffec- 
tiveness, Will accomplish the purposes envisaged. We were very pleased and 
encouraged to find that the Secretary of the Treasury in his report to your com- 
mittee recognized the concrete benefits of the tax-deferral concept and favored 
its adoption. However, we firmly believe that the crippling limitations which 
the Treasury apparently advocates are unrealistic and would have the effect 
of nullifying the incentives, encouragement, and assistance which H.R. 5 is 
designed to provide. 

We of course do not contend that this legislation is the complete answer to 
all of our economic problems on a worldwide basis. I for one do not believe 
that there is one, single answer. But Yale & Towne does take the position that 
adoption of the principles included in H.R. 5, particularly the concept of tax 
deferral without restrictions and properly implemented, will be a significant 
forward step in helping U.S. industry meet the serious challenge it now faces 
from foreign competition and will contribute substantially to our ability as a 
nation to maintain our present strength and economic leadership. 

Inaction today could mean that both U.S. business and the United States of 
America will face a grim struggle for survival tomorrow. 


Mr. Maruers. I would like to limit my remarks to the presentation 
of not a different point of view, but a point of view with a slightly 
different emphasis. 

Yale & Towne is an old line manufacturing company. It has been 
in business for about 90 years making locks and hardware and also 
materials handling equipment on a worldwide basis. We have branch 
plants in Germany and England, licensees in France and Italy, and 
some in other countries. It is a medium-sized company with sales of 
about $135 million a year, 11,000 employees, and 12,000 stockholders. 

A portion of my duties in Yale & Towne relate to the foreign field, 
and within the last 2 months I have traveled in almost every country 
of the world on specific negotiations. Before that, I happened to be 
a lawyer, and I represented a great many foreign clients as well as 
American corporations with business abroad. 

It seems to me that the real problem that we are dealing with here is 
one of foreign competition, rather than a problem of developing the 
less developed areas in the world. 

When I use the word “competition,” I do not mean competition in 
the ordinary sense. I mean competition with all its facets, such as 
increased industrialization in many countries in the free world. And 
this growing nationalism has led in many instances to a great many 
restrictive devices designed to protect and encourage local manufac- 
ture. There are, as you know, in many countries fiscal problems, hard 
currency deficits. These in turn lead to very severe exchange controls 
and limits on imports. 

In addition, we have the problem of Common Market in Europe 
and the beginnings of common markets elsewhere, which could easily 
turn into a rather protective discrimination against our sales into 
those areas. 

On top of that, inflation and high cost in this country make it in- 
treasingly difficult for us to sell our products in other countries and 
make it more inviting for our foreign competitors to invade our own 
markets here and in the other areas of the world where we now 
manufacture. 
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That, to me, is competition, and, as a seep wd we are finding it 
more and more difficult to ship our products from the United States, 
Germany, and England to other countries. 

At the moment the most practical solution I can see to meet this 
problem and meet it head on—and it is a matter of competition and 
nothing else—is to establish facilities in the countries where we can- 
not import our goods. 

Now, in order to do that, and in order to protect and preserve the 
markets which we have had for many, many years, which we ar 
being shut out of, in order to establish a wholly owned subsidiary or 
facility or a jointly owned or even a licensed manufacturing setup, 
takes an enormous amount of cash. And Yale & Towne, along with 
a great many other companies in this country, do not have anywhere 
near sufficient funds to make the necessary investment to protect our 
own interests. The requirements are immense, and my feeling about 
the Boggs bill, H.R. 5, is that it contains several provisions which will 
be extremely helpful to my company and a great many others in ere- 
ating a source of funds for the investment abroad to establish facili- 
ties for our own protection and not for the development necessarily 
of the less developed areas in the world. 

The method by which this takes place, on a tax differential basis, is 
perfectly clear to you. I am not going to comment on the technical 
aspects of this bill. IT assume you have the necessary experts to put 
it in shape so that it really works, if you decide it should be passed. 

I would like to mention very briefly three things about the Treas- 
ury’s position, which I assume the Department of Commerce and the 
Department of State agree with. The first is the approval of tax 
deferral put on a limited basis and limited to the less developed coun- 
tries of the free world. To me, this is absolutely and utterly back- 
wards. To use our tax laws to promote a national policy which has 
already been established and for which we spend enormous sums of 
money is not the proper use of our tax laws. That is not the incen- 
tive. The incentive should be to protect our own companies, make 
them strong, and keep them strong, so that they can properly compete 
on an equal basis with other foreign competitors in the world. 

So, to me, it is putting the cart completely before the horse to say 
that the main purpose of this would be to help underdeveloped areas. 
That would be an offshoot, but it is not the prime purpose, and should 
not be. 

The limitation proposed by the Treasury on export income, the use 
of export income, on a deferred basis, is also, I feel, wrong, in that 
exporting is one of the quickest and best sources of developing funds 
for investment abroad. 

The third position of the Treasury, which I thoroughly disagree 
with, is the concept of saying that it might favor unlimited tax defer- 
‘al sometime in the future. I personally feel that it would be a long 
time before we will ever be in a position to say on a temporary basis 
that our budgetary demands will shrink to any marked degree. And 
in light of this what I consider an extremely serious competitive situa- 
tion for American business, including Yale & ‘Towne, the concept of 
deferring deferral is just unacceptable. U.S. business needs the bene- 
fit of this bill now, and not later. If it comes later, it may be too 
late. 
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So, briefly summarizing the studies which we have engaged in, in 
the past few years, looking at our own position in the changing 
world markets, we have arrived at the following basic conclusions: 

First, competition from foreign manufacturers is becoming increas- 
ingly intense, and the ability of foreign industry to equal or perhaps 
surpass us is becoming a reality. We must meet and win this if our 
worldwide business Is to survive. 

Second, we are now virtually excluded from several foreign markets, 
for many reasons, which I have mentioned. 

Third, we are convinced that the challenge that faces Yale & Towne 
faces the United States as a nation and every single company in it. 
And obviously, the significance of the outcome is much greater on a 
nationwide basis than it is for Yale & Towne. 

Fourth, at the moment the only way we can foresee to counteract 
this competitive force is to increase our foreign investments through- 
out the world and establish facilities abroad, so that we may compete 
on an equal basis with the people who are trying to displace us in 
oversea markets. 

Fifth, we do not have sufficient capital to fully meet this need, and 
unless we can accumulate it rapidly, through retention of our foreign 
source earnings, the losses which we will suffer may never be recovered. 
We of course could go and establish a foreign base company. Many 
countries are available for this purpose, and in our case, if our Gov- 
ernment does not see fit to act to make the facility available to us, we 
do plan to employ an internationally based company in one of the 
various countries where that is available. I can say most emphatically, 
however, that Yale & Towne would prefer not to take this step. We 
would much prefer to do it right here, for very obvious reasons. 

I do not contend the legislation we are talking about is a complete 
answer to all our problems on a worldwide basis, but I do feel that 
if the principles included in H.R. 5 are adopted, particularly the one 
dealing with tax deferral, without restrictions and properly imple- 
mented, with the serious competitive challenge that we now face, 
it will contribute substantially to our ability as a nation to maintain 
our present strength and economic leadership. And to me, as I see 
it,an action today could mean that both U.S. business and the country 
as a whole will face a very grim struggle for survival tomorrow. 

Thank you. 

Mr. Foranp. We thank vou for your contribution. 

Are there any questions ¢ 

There are no questions. We thank you, sir. Your full statement 
will appear in the record. 

Mr. Marners. Thank you. 

Mr. Foranp. The next witness is Mr. Albert Fisher. 

Mr. Fisher, for the purpose of the record, would you give your name 
and the capacity in which you appear. 


STATEMENT OF ALBERT A. FISHER, ASSISTANT TREASURER, 
LOEW’S INTERNATIONAL CORP. FOR THE MOTION PICTURE 
EXPORT ASSOCIATION 


Mr. Fisuer. Mr. Chairman and members of the committee: My 
name is Albert Fisher. I am assistant treasurer of Loew’s Interna- 
tional Corp., but appear here as spokesman for the Motion Picture 
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Export Association, a Webb-Pomerene group of American motio, 
picture companies doing business throughout the world. 

May I first thank you sincerely for granting us this time to ap. 
pear here to present our views on the Boggs bill, H.R. 5. We realize 
the busy schedule of this committee, and the fact that after a whik 
the testimony of witnesses becomes in your eyes somewhat repetitions, 
I ask, therefore, for permission to file our prepared statement for the 
record and that it appear as if formally presented. 

Mr. Foranpv. Without objection, that will be done. 

(The prepared statement of Mr. Fisher is as follows:) 


STATEMENT OF ALBERT A. FISHER, ASSISTANT TREASURER, LOEW’S INTERNATIONAL 
Corp. 


Mr. Chairman, my name is Albert A. Fisher. I am the assistant treasurer of 
Loew’s International Corp., and I am here as the representative of the Motion 
Picture Export Association of America. The association represents the follow. 
ing American film companies in their operations abroad: 

Allied Artists International Corp. 

Columbia Pictures International Corp. 
Loew’s International Corp. 

Paramount International Films, Inc. 
Twentieth Century-Fox International Corp. 
United Artists Corp. 

Universal International Films 

Walt Disney Productions, Inc. 

Warner Bros. Pictures International Corp. 

I am here to present the views of the association and its member companies 
on H.R. 5 which your committee has under consideration. 

Because of our extensive interest and investment in international trade I 
would like to say at the outset that we consider Mr. Boggs’ bill a most important 
and progressive piece of legislation. American enterprises that make substan- 
tial investments and engage in active business operations in foreign countries 
perform a double function, entirely apart from their acknowledged purpose of 
showing a profit at the end of the year. They contribute to and help to develop 
and advance the economy of these countries, and they spread the good will of 
America abroad. And they do it through a form of entertainment that is high 
in quality, while available to all; a form of entertainment that wields tre- 
mendous power in shaping the thinking of foreign people and their attitude 
toward the United States. : 

Turning to the motion picture industry in particular I should like to point out 
a few facts about our business, which will show you gentlemen why we favor 
H.R. 5. 

The motion picture business today is worldwide. On the payroll of our com- 
panies we carry approximately 18,000 employees, consisting of both Americans 
and foreigners. Our yearly wages, rents, services, and taxes abroad are in ex- 
cess of $65 million. This does not include the very substantial admission taxes 
which we generate for foreign governments. We lease or build and maintain dis- 
tribution centers, which include fireproof storage vaults and technical equip- 
ment which permit distribution, storage, and repair of film. Each of our com- 
panies may have as many as 12 such centers in a single country. In addition a 
motion picture film must be reproduced into whatever number of prints is neces 
sary to meet the market demand. The voices of actors speaking in the native 
language of the country must be dubbed in, or native language subtitles must be 
inserted. This requires further economic activity, involving the operation of 
expensive, specially designed laboratories and film-printing establishments, UsU- 
ally operated by local interests. Film-printing costs abroad alone amount to 
many millions of dollars annually. 

In addition to this printing, titling, and dubbing, our companies, or their 
wholly owned subsidiaries, are engaged in producing or financing of films abroad, 
which involves a great financial risk. Through the operation of our wholly 
owned subsidiaries, our employees in these foreign countries are involved daily 
in the distribution of American films, and in the tremendous variety of busi- 
ness tasks attendant thereto. All these investments, in excess of $100 million 
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are not static. Our companies engage actively in operations to develop and 
expand their trade business and investments abroad. 

in sum, our companies service exhibitors all over the world, in more than 
40 countries, and these exhibitors largely depend on our product and services for 
their existence. We are even now beginning to lift the heavy veil, extending 
over Eastern Europe through the renting of our pictures to several of these 
countries, and as you know, in the fall there will be an interchange of motion 
pictures directly between the United States and the Soviet Union. This inter- 
change, | might add, was undertaken by our companies at the request of the 
U.S. Government, in disregard of the financial considerations involved. 

Now, Mr. Boggs’ bill is designed to encourage private investment abroad 
throug! tax incentives, and we wholeheartedly agree with this. I think the 
reason for this will become clear if we examine some of the provisions of Mr. 
Boggs’ bill. 

In the first place, as indicated from the activities which are carried on in 
foreign countries, our member companies Would fall within the definition of 
“foreign business corporation” and, if they so desired, could take advantage of 
the election provided thereby. This tax deferral on foreign earnings until they 
are repatriated would be of great help to our industry. At present, we are faced 
with coutinued restrictions by foreign countries on the right to repatriate our 
earnings, and we have large amounts of funds blocked through the operation of 
oppressive foreign exchange regulations. Of course, there is already an election 
to defer the tax on blocked funds, but it is often difficult for the taxpayer and 
the Internal Revenue Service to agree on what exactly constitutes blocking. 
This new election would eliminate this point of friction, and would not cost the 
Government as much as might be expected in tax revenue, owing to the existenve 
of the present election to defer. Bear in mind that in some countries in which 
we operate, as little as 1244 percent of our earnings is remitted, while the rest 
remains blocked. 

If we could have an election to defer the U.S. income taxes on these blocked 
funds until they are actually received, this incentive would react directly and 
positively on our investments abroad. Our industry could furnish additional 
employment and would make further sizable contributions to the economic prog- 
ress of the free world. We should like to point out that the proposed amend- 
ments to section 951(a)(2)(B) and section 921(2) of the Internal Revenue 
Code refer only to “compensation for the use of or right to use patents, trade- 
marks, and copyrights,” and we recommend for the purpose of clarification, that 
the following words, which are used in many of our double tax conventions for the 
same purpose, be inserted after the word “copyright”: “including rentals and 
like payments in respect of motion picture films”. 

Now let us turn to the alternate limitation on foreign tax credit. The amend- 
ment of section 904 of the Internal Revenue Code contained in H.R. 5 would 
correct the presently existing inequity by permitting foreign credit for full in- 
come payments to the extent of U.S. taxes imposed on all income from sources 
outside of the United States. I say “the present inequity” because the existing 
foreign tax credit provisions do not give the credit in a manner which would 
afford the equitable results which we believe were intended by the authors 
thereof. The intention simply was to eliminate double taxation, but because of 
the different, and perhaps less sophisticated concepts of taxation which exist 
in any foreign countries, the arbitrary imposition of taxes is more the rule 
than the exception. Because of these changed concepts of net income, the foreign 
tax credit does not work as well as some of you may believe. 

Where the effective foreign income tax is in excess of the effective U.S. income 
tax (either because of a higher tax rate or a higher tax base) the excess of 
foreign tax represents a complete loss to the U.S. taxpayer, because, under the 
foreign tax credit provisions as presently written, the proportionate limitation 
is applied separately to each foreign country. This is unlike the British rule, 
Which at least allows a Veduction for this excess. Very often the countries with 
high tax rates are precisely those in which the Government wishes to encourage 
private business investments. H.R. 5 would provide such an incentive, whereas 
the existing foreign tax credit acts as a deterrent to such investment in such 
countries. Thus you can see the importance of this particular section of Mr. 
Boggs’ bill to us. 

With respect to the other provisions of H.R. 5, we are in agreement with all 
of them and recommend that they be enacted into law. 

In conclusion, I should merely like to state briefly that we believe our films 
are lost effective and powerful messengers of the American free enterprise 
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economy, of the standard of living enjoyed by our people under our system of 
government and of American freedom. We know that our activities abroad help 
to maintain our Nation’s friendly relations, and we willingly and gladly under. 
take activities at our own cost to advance the policies and programs of opr 
Government. For all these reasons we urge that the American motion picture 
industry be encouraged, through these tax incentives, to continue to expand the 
distribution of its films in all countries of the world. 


Mr. Chairman, I deeply appreciate the time the committee has given me to 
present our views to you. 


Mr. Fisner. I will attempt to conserve the time of the committee by 
briefly summarizing the pertinent points. 

Our formal statement sets forth the reasons we strongly endorse the 
enactment of Congressman Boggs’ bill. I should add that this state. 
ment represents the concerted effort of the foreign tax authorities 
of the member companies of the Motion Picture Export Association— 
the American companies who are engaged in oversea operations. We 
who prepared this statement include men who have spent more thana 
quarter of a century in the field of foreign economic operation and 
taxation. 

Of course, we have a vital stake in this legislation. The American 
motion-picture industry depends for more than half of its income 
from abroad. Specifically, 54 percent of the income of U.S. producers 
and distributors comes from outside the United States, from countries 
large and small, developed and underdeveloped. Such income nat- 
urally is exposed to all of the inherent problems, complexities, and 
difficulties involved in doing business abroad. Under existing US. 
tax law we are not competing on an equal basis with foreign motion- 
picture producers and distributors also doing a worldwide business. 

First, very simply put, one principal provision of the Boggs bill— 
section 2 dealing with foreign business corporations—merely provides 
for deferral of tax revenues to the Government. This is not a loss in 
tax income and it is incorrect to give any other impression. 

There is nothing new or unique or strange about tax-deferral legis- 
lation. This committee, and the Congress, passed a major tax-defer- 
ral measure a year ago, involving several times as much income as we 
are talking about here now. That bill concerned the bonding period 
for spirits. The administration fully approved of such a deferral 
and the President signed the measure. 

The second point that I believe should be made is the unrealistic 
position that is taken by those who argue that a half billion or more 
will be lost in tax income, and that we cannot afford such a loss. 

Of course, we cannot afford such a loss. But is it really loss? Is it 
not true that we have spent untold billions in foreign economic aid 
all over the world? Has not the Congress just finished wrestling with 
another big foreign aid bill? What are we spending these sums for! 
I thought they were designed to do just what they are labeled—help 
restore sound economies abroad. 

What better way to help out these foreign economies than to en- 
courage American investment abroad? If this is done wisely and 
soundly, it is not logical that foreign aid can be materially reduced— 
certainly by far more than the half billion alleged tax loss incurred by 

enactment of this legislation ? 

If the Government were not so vast and complex a structure—if it 
were like a single business enterprise—the logic and soundness of mak- 
ing this kind of a policy decision would be obvious. 
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The third point I want to make deals with alternative limitation 
on foreign tax credit. This committee is already fully aware of the 
value of this provision. I do not intend to « m the point. The 
existing foreign tax credit provisions are inequitable unless this 
measure is enacted because of the differing concepts of net income by 
differing foreign taxing authorities. 

Mr. Chairman, again I want to express the appreciation of the 
members of the Motion Picture Export Association, and my own per- 
sonal thanks for your consideration and courtesy. 

Mr. Foranp. We thank you, Mr. Fisher, for your contribution. 

Are there any questions? 

Mr. Foranp. The next witness will be Mr. Ellsworth C. Alvord. 

Mr. Mason. Mr. Alvord, I believe the chairman said he was going to 
insert his statement in the record. 

Mr. Foranp. The next witness will be Mr. Paul Seghers. 

For the purpose of the record, Mr. Seghers, will you identify your- 
self to the committee ? 


STATEMENT OF PAUL D. SEGHERS, CHAIRMAN, INTERNATIONAL 
SECTION, NEW YORK BOARD OF TRADE, INC., AND CHAIRMAN, 
COMMITTEE ON FEDERAL LEGISLATION, FEDERAL TAX FORUM, 

INC. 


Mr. Secuers. My name is Paul Seghers. 
Mr. Chairman, I appear here today in the dual capacity of chair- 
man, International Section, New York Board of Trade, Inc., and 
chairman, Committee on Federal Legislation, Federal Tax Forum, Inc. 

Mr. Foranp. You are recognized for 10 minutes. 

Mr. Secuers. Thank you, sir. 

I have had the honor of appearing before your committee, the Sen- 
ate Finance Committee, and the Joint Committee on Internal Revenue 
Taxation on numerous occasions for a period of many years. The rea- 
son for mentioning this is that the principal suggestion I will stress 
inmy testimony today has been made by me in the course of numerous 
other appearances and I firmly believe it deserves to be and ultimately 
will be enacted. Incidentally, its enactment wuold deprive me of a 
very desirable portion of my practice in U.S. tax law in the field of 
international trade, but that bet not and will not deter my efforts 
in its behalf. 

I refer to the elimination of the U.S. corporation income tax on 
business income earned outside the United States. This is in reality 
a privilege tax, and should not apply to income earned where the 
privileges are not enjoyed. 

With your permission, Mr. Chairman, I ask that my prepared state- 
ment be made a part of the record. 

The Cuamman. Without objection, it will be, Mr. Seghers. 

(The prepared statement of Paul D. Seghers is as follows:) 


PRELIMINARY DraFT STATEMENT, REGARDING ForREIGN INVESTMENT INCENTIVE 
Tax Act or 1959 (H.R. 5—TuHe “Bocas PREPARED BY PavuL D. 
SEGHERS 


Outlined below, for discussion purposes, are section-by-section comments upon 
Provisions of H.R. 5 and changes which might be desirable as a means of more 
effectively accomplishing its announced objectives. 
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SUMMARY OF COMMENTS AND POSSIBLE CHANGES 


Sec. 2. Foreign business corporations 


The majority of those who have made their views generally known with reg 
to this bill, express the belief that its provisions (in sec. 2) for deferra] of the 
time for payment of U.S. tax on income earned abroad until paid out as dividends 
will be regarded by U.S. companies as an incentive to increase business opera. 
tions abroad, and hence be highly desirable in the national interest. 

The choice of the “Harvard plan” in drafting H.R. 5, as a means of such defer. 
ral, rather than the far simpler plan of taxing the stockholders of the “foreign 
business corporation” upon dividends received by them as if paid by a foreign 
corporation, has necessarily required many complicated and involved provisions 
the exact meaning of which is, in many instances, doubtful. 

The new Internal Revenue Code, section 951(b) (4) (proposed in sec. 2 of the 
bill), is the crux of the provisions for deferral of tax on foreign source busi- 
ness income and requires redrafting to make clear the steps to be taken in com- 
puting the amount of tax payable by a foreign business corporation when it 
makes, or is deemed to make, a distribution. The manner in which the 14 
percentage-point deduction allowable under section 922 and the foreign tax 
credit allowable under section 901 are to be given effect in computing the amount 
of tax, should be set forth in Internal Revenue Code section 951(b) (4) in elear 
and readily understandable language. 

Specific proposals in this regard are now being drafted. Other technical 
changes likewise will be dealt with. 

In order to accomplish fully its purpose of encouraging overseas operations of 
U.S. business, section 2 should include a provision that the profit realized with 
respect to goods produced by a U.S. corporation and sold by it or by a subsidiary 
and shipped to a buyer located outside the United States, for consumption or 
use outside the United States, is deemed to be realized by the seller, when and 
where the sale is made. For this purpose the sale should be deemed to be made 
in the country to which the goods are shipped, provided the order is obtained in 
the course of substantial business activities regularly conducted by the seller 
outside the United States. 

The volume of complaints by U.S. manufacturers selling their goods in for- 
eign countries, either directly or through controlled subsidiaries, evidences the 
need to provide rules for establishing wtih certainty the amount and source of 
income from such sales, to avoid the harassment in this regard to which they are 
now subjected by the U.S. Treasury Department. It is believed that the change 
suggested above would assure this needed certainty and protection, and en- 
courage more small U.S. manufacturers to engage in the production and 
marketing of goods for foreign consumption, thereby increasing domestic pay- 
rolls and bringing more of our goods of different kinds into the hands of the peo- 
ple of other lands. 

The U.S. businessman abroad must be our best ambassador of good will. 
Every trader must study and learn to know the people with whom lhe must 
deal, and must learn to win and hold their good will. It is for this reason that 
trade between this country and the other countries of the free world is most 
helpful in bringing about better understanding and closer ties of mutual self- 
interest—the best foundation for lasting friendship. 


Sec. 8. Transfers and reorganizations to facilitate private foreign investment 


This section is designed to permit “tax-free” transfers by U.S. taxpayers 
to foreign corporations of working assets already in use and thereafter used in 
business operations outside the United States. 

Apparently, it permits such “tax-free” transfers of property (other than real 
or depreciable property) only if such property was already used by the trans- 
feror in a business actively conducted by it, 90 percent of the gross income of 
which was derived abroad during the preceding 3 years. Aside from numerous 
technical difficulties inherent in this definition, it is believed that such a limita- 
tion is directly in conflict with the purpose of the bill. The effect of this section 
should not bé limited to property already in use outside the United States, but 
should “encourage American investment abroad.” Hence, the requirement as to 
use abroad should apply only to use subsequent to the transfer, where, following 
the transfer, the transferor is, and remains for a period of time, in control of the 
transferee. 
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sec, 4. Extension of Western Hemisphere trade corporation status to inter- 
national trade corporations 

This is the only incentive in H.R. 5 which can be expected to have any sub- 
stantial effect in increasing operations of U.S. business in other countries. 

All the other provisions are merely remedial—to afford relief desired by U.S. 
businesses already operating abroad. 

Unless this bill results in a reduction of U.S. tax on business income earned 
outside the United States, it will not have any material effect in inducing U.S. 
businesses to embark on new business operations outside the United States, or in 
epeouraging U.S. businesses already operating abroad to increase the volume of 
such activities. 

The only tax incentive that will have any substantial effect in encouraging and 
promoting increased activity abroad by U.S. businesses is the reduction of the 
U.S. tax on income from such activities outside the United States. 

Doing business abroad always involves investment—not only of money put 
into plants, equipment, and other facilities, and into stocks of goods, supplies, 
wages of employees, advertising, and other expenditures, but also intangibles 
created here at home—know-how, technical and executive skills, processes, 
patents, and trademarks. When so much is risked abroad, beyond the jurisdic- 
tion and protection of the U.S. Government, it is only fair that the burden of 
U.S. taxes on such income should be lightened, regardless of the rate of foreign 
tax on such income. 

Furthermore, the lightening of this load is essential, to lessen the present dis- 
criminatory competitive handicap under which U.S. business, seeking to expand 
its activities abroad, presently labors. 

If business is told that, when it brings any of its income home, its total tax 
burden on that income will be just as heavy as ever, it will ask: “Where is 
that encouraging incentive?” 


Sec. 4. Alternative provisions 


If the method of taxing a foreign business corporation at the time it makes 
a dividend distribution, now provided in section 2, were to be changed to the 
plan of taxing the income of such corporation only to the stockholder receiving 
the distributions, the present provisions of section 4 of H.R. 5 would not afford 
the intended benefit of the 14 percent point tax reduction to such a corporation. 

In the event of such a change in the method of deferral, a reduction in the 
amount of tax on the income of a U.S. corporation qualifying under both sec- 
tion 2 and section 4 might be afforded in either of two ways: 

(a) Allow a U.S. parent corporation (owning 50 percent or more of the 
stock of such a foreign business corporation) a 14-percent point deduction, 
equivalent to that presently allowable under section 922, with respect to 
dividends received by it from a foreign business corporation, or, as an 
alternative provision 

(b) Allow the recipient, at its election, to treat a dividend received from 
a foreign business corporation 

1. As a dividend from a domestic corporation, thereby obtaining the 
benefit of the customary 85 percent dividends received deduction, or 

ii. As a dividend from a foreign corporation, thereby obtaining the 
benefit of the customary foreign tax credit. 

(Nore.—It would be necessary in either case to extend the benefit of the 
provisions of see. 902 to foreign subsidiaries beyond the “second generation.’’) 

Either of these methods would still leave the income from foreign operations 
subject to three successive taxes : 

1. The tax in the foreign country in which the income is earned; 

2. U.S. tax on the income when received by a parent corporation ; and 

8. U.S. tax on the stockholder of such a U.S. corporation when he re- 
ceives a dividend from it. 

It will be seen, therefore, that none of these methods would give complete 
relief from the burden of triple taxation on foreign source income of a U.S. 
corporation, but it would serve to lighten that burden to a limited extent. 


Sec. 5. Alternative limitation on foreign tag credit 


The proposed allowance of either the existing per country or the former over- 
all limitation on the amount of the credit for foreign income taxes, whichever 
Produces the greater credit, is a long overdue and badly needed correction of an 
tintended, capricious injustice. The 1958 amendment, permitting, to a very 
limited extent, the carryover of unused foreign tax credit, while desirable, fails 
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to alleviate many instances of hardships which would be relieved if the amend. 
ment of IRC, section 903 (proposed in sec. 5) accomplishes its purpose. There 
is the rub—does section 5 fully and satisfactorily accomplish its intended pur- 
pose? Because of the complexities resulting from the “Harvard” plan of defer. 
ral (in see. 2), section 5 is necessarily difficult to interpret, and will result 
in many new problems. Efforts are being made to draft specific recommenda- 
tione for technical changes in regard to this provision. 

Another much-needed change in this section of the code is some provision 
which would correct the injustices resulting from the Treasury’s interpretation 
and application of the code provisions (in IRC, sec. 903) with respect to 
credit for foreign taxes levied in-lieu-of income taxes. The Treasury has openly 
displayed its unwillingness to be guided by congressional intent in this matter— 
only clear and explicit statutory language will suffice to correct this situation, 
Attention is drawn to the statements in this regard in the official report on hear. 
ings before the Subcommittee on Foreign Trade Policy of the Committee on Ways 
and Means, December 15, 1958 (pp. 369; 354 and 231). 

Efforts should be made to draft specific recommendations in this regard. 

Furthermore, the existing provision (in IRC, sec. 902(b)) with respect 
to foreign income taxes paid by a foreign subsidiary of a foreign subsidiary 
should be extended so as to cover such subsidiaries beyond the second genera- 
tion. This is essential to afford equal treatment in situations (which are not 
at all uncommon) where, due to purely local circumstances, it becomes neces- 
sary to create third-generation foreign subsidiaries, and occasionally to go even 
a step further. 

Sec. 6. Credit for investment incentive waivers by a foreign country 

Under this highly desirable tax-sparing provision, a corporation is deemed to 
have paid any foreign income tax waived by a foreign country as an inducement 
to begin, increase or continue business operations in such country. This will 
have the effect of allowing such tax as a credit against U.S. income tax. At 
present, in the absence of such a provision, efforts of countries seeking to attract 
industry by offering tax incentives are nullified entirely or to a large extent. 

The need for such a provision, and the benefits it will afford, both to our own 
country and:to the other countries affected, have been fully dealt with in the 
December 1958 hearings of the Foreign Trade Policy Subcommittee of the Ways 
and Means Committee. 


Sec. 7. Nonrecognition of gain on involuntary conversion of property of foreign 
subsidiaries 

This provision affords just relief from an unintended hardship which results 
in some instances from peculiar conditions affecting the insurance of property 
in certain other countries. , 

Certain technical changes appear desirable, and recommendations with re 
spect thereto are being drafted. 

Mr. Srecuers. I will very briefly summarize that statement and 
then proceed to discuss some of the questions that have been raised 
during the past 3 days. 

Both the organizations I represent favor the enactment of H.R. 5 
in its entirety. 

Because of our strong conviction as to the urgency of the need for 
its prompt enactment, no changes are recommended, although there 
are some which might be desirable. 

We are for every one of the provisions of H.R. 5, but in view of the 
testimony of others who have preceded me, I will speak only of the 
inevitability and relatively low cost of the complete elimination of 
the U.S. corporation privilege tax on business income earned abroad, 
and then deal with some of the questions raised during these hearings. 

I am convinced that the only provision of H.R. 5 that would have 
a substantial effect in quickly increasing American business abroad, 
is that extending the Western Hemisphere Trade Corporation 14-point 
tax reduction to all business income of a U.S, corporation earne 
abroad. 
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The other provisions of the bill, although highly desirable, are not, 
I believe, sufficient to have any great effect in inducing U.S. business 
to embark on new or greatly increased operations abroad, without a 
reduction—or better yet, elimination—of the U.S. privilege tax on 
business income of U.S. corporations earned abroad. 

Without any reduction in the amount of such tax being collected 
by the Treasury and paid by U.S. corporations on such income, where 
is the incentive or encouragement that has been talked about ? 

The elimination of the 52-percent U.S. privilege tax on such income 
would leave it still subject to the full normal and surtax rates when 
distributed to U.S. citizens and residents. 

There is no way that they could receive such income without the 
Treasury getting its share, more than half in many instances. 

In my prepared statement, I mention two offsetting increases in 
Treasury revenue which will result from any decrease in the 52-per- 
cent U.S. privilege tax on this income. I would suggest that in any 
consideration of Treasury estimates of revenue loss or deferral, this 
portion of my statement is worth reading. Substantial offsetting 
increases in U.S. revenue would result from any reduction in the 
52-percent U.S. privilege tax. 

This statement also Teale with the fact, never denied by the Treas- 
ury, that its net collections of this 52-percent privilege tax are at a 
constantly decreasing percentage of the income of U.S. corporations 
earned abroad, beyond our shores and the protection of our flag. This 
situation will, I believe, continue either until Congress voluntarily 
veases to charge the present 52-percent corporation privilege tax on 
such income, or until increasing rates of foreign income tax leave the 
lreasury with only a trifling amount of net tax collections of this kind. 

It was clearly implied yesterday that if U.S. citizens do not care 
to pay three successive taxes on their income earned abroad, they 
should somehow be forced to do so. 

I ask whether Congress has ever suggested that everyone engaged 
in business in the United States should be forced to pay a 52-percent 
corporation privilege tax? On the contrary, Congress saw fit last 
year to permit closely held corporations—and I might add that while 
the code refers to small business corporations, this provision applies 
to corporations of any size—to escape this privilege tax entirely, while 
enjoying all the benefits of earning income within the United States 
and enjoying all of the benefits of the corporate form except defer- 
ment of normal and surtax. 

While income is within the borders of other countries, tied up in 
the form of plants, subject to government seizure, or in foreign cur- 
rency or receivables, subject to both outright seizure and to unlimited 
shrinkage due to inflation or to official devaluation, beyond the power 
of our Government to protect it, surely such income should not be 
taxed the same as income realized in dollars in the United States 
under the American flag, with all its attendant benefits. 

Many questions have been raised as to why income earned abroad 
should be taxed at a lower rate than income realized in the United 
States. These are some of the reasons: 

First, the U.S. corporate 52-percent tax is a privilege tax for the 
privilege of operating in the United States in corporate form. No 
U.S. citizen or resident need pay this tax. He can pay only the 
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single normal and surtax. If he operates abroad, certainly he canny J bu 
there enjoy the privileges of operating in that form under the Us §& St 
flag, and there is nothing disloyal about his not paying for priy. 
leges he does not have and cannot enjoy. i in 
econd, in o on abroad, many risks are incurred which ar & ev 
not present under our form of government, and the benefits available IB dc 
in this country do not contribute to earning income abroad. Should & ce 
those who take these risks and do not get the benefits pay as high J th 
a U.S. privilege tax as those obtaining all these benefits ? b 
Third, those earning income abroad are enjoined to assist our Gov. & g 
ernment in meeting the Communist threat—and it is very realty § e 
our economy and to our way of life. This isa hard and strenuous task, 
Is a little lightening of the burden of double U.S. tax on incom § d 


from such business activities too much to expect? 

The other question which appears to cause the most concern is the 
danger that passage of H.R. 5 might be labeled and attacked as “ex- 
porting jobs.” 

The fallacy of this viewpoint has been eloquently and effectively 
dealt with by both the author of the bill and by a number of witnesses, 

What impressed me as the most convincing testimony, however, 
were the statements, by a number of heads of great American busi- 
nesses, that they know—and it is their business to know such thin 
that the volume of their U.S. production—and consequently, of their 
U.S. payrolls—has been increased, rather than decreased, as a result 
of their oversea manufacturing. I know of others who would testify 
to the same effect. 

Likewise impressive were their statements that, despite the lower 
wage scales in other countries, their U.S. manufacturing costs were 
such that the U.S. market could be supplied more economically from 
goods manufactured here, rather than abroad. Freight and US. 
tariffs would also play a part in reaching that decision, so that there 
would, I have good reason to believe, be little danger of H.R. 5 en- 
couraging manufacture of goods abroad for importation into the 
United States. . 

Finally, as to exports—this committee will have to make up its 
mind—does it want a quick but expensive way to increase exports and 
thereby quickly raise employment in this country, or will it use the 
approach of HR. 5 without any change? 

ere, I repeat that we consider that the urgency of enacting H.R. 5 
is so great that we recommend no change in it. 

I would like, however, to point out a course which both labor and 
business would consider very valuable—especially small manufac- 
turers just getting started, or anxious to get started in the foreign field. 
And I can assure you that this would raise a shout of welcome 
throughout the Mississippi Valley. 

Exports would be greatly stimulated by a provision that the profit 
realized with respect to goods produced by a U.S. corporation and sold 
by it or by a subsidiary and shipped to a buyer located outside the 
United States, for consumption or use outside the United States, 1s 
deemed to be realized by the seller as a result of the sale to such 
buyer, when and where the sale is made. For this purpose the sale 
should be deemed to be made in the country to which the goods are 
shipped, provided the order is obtained in the course of substantial 
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business activities regularly conducted by the seller outside the united 


tes. 
othe volume of complaints by U.S. manufacturers selling their goods 


' in foreign countries, either directly or through controlled subsidiaries, 


evidences the need to provide rules—and by “rules,” I mean rules that 
do not require further rules to interpret them—for establishing with 
certainty the amount and source of income from such sales, to avoid 
the harassment in this regard to which such sellers are now subjected 
by the U.S. Treasury Department. It is believed that the change sug- 
gested above would assure this needed certainty and protection, and 
encourage more small U.S. manufacturers to engage in the production 
and marketing of goods for foreign consumption, thereby increasing 
domestic payrolls and bringing more of our goods of different kinds 
into the hands of the people of other lands. co 

You could do it this way, or you could rely on the provisions of 
HR. 5 accomplishing its intended purposes. You have heard two 
distinguished economists assure you that, in the long run, the best way 
to build up our exports is to build up the economies, the standard of 
living, and thes purchasing power of those countries which will become 
better customers as they become better competitors, all to our mutual 
advantage and the strengthening of the free world. You have heard 
businessmen confirm that theoretical conclusion. 

Whether to accelerate the process is a matter of judgment. 

I thank you, Mr. Chairman, and your committee, for this oppor- 
tunity to appear before you, and I request permission to file for the 
record my article, “How To Plan Overseas Operations if the Boggs 
Bill Is Enacted,” which has just appeared in the July issue of Taxes, 
the tax magazine. 

The CuatrMaNn. Without objection, that will appear at this point in 
the record. 

(The article referred to is as follows :) 


[Reprinted from the July 1959 issue of Taxes—the tax magazine] 
How To PLAN OVERSEA OPERATIONS IF THE Boces Britt Is ENACTED 


(By Paul D. Seghers) 


This article discusses the Boggs bill, which is the first comprehen- 
sive attempt to make many needed reforms in the jumble of provi- 
sions in the Internal Revenue Code for the taxation of foreign-source 
income. The author is a member of the law firm of Seghers, Rein- 
hart & McCall, New York City. 


If all who would benefit from the Boggs bill (H.R. 5) knew how much it means 
to the free world, as well as to American business, the tide of support would 
Tun so high that its early passage would be assured. (It is now in the hands of 
= _— Committee on Ways and Means, and early hearings on it are hoped 
or. 


Closer ties of friendship.and understanding*betWeen our country and these" 


other countries of the free world are vitally necessary, not only for our dwn 
national ‘security, but for the survival of our way of life itself. 

The closest ties between nations are those arising out of intelligent self- 
interest, and today these are best created and strengthened through mutually 
profitable international commerce. The American businessman is the best am- 
bassador of good will we could have, creating bonds of friendship with the 
People of every land. He must be, because the American businessman abroad, 
and the business organization through which he operates, must understand, must 
be sympathetic to, and win the good will of, the people where they do business, or 
the business venture in that country will fail and pass from the scene. 
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Such strengthening of the ties of mutual self-interest and friendly commercia] 
understanding is doubly important for our side today, in view of the increased 
tempo of the Communist cold war on the economic front. 

These are the strongest reasons why our Government should encourage ang 
assist U.S. business abroad. Just how business will be helped by the provisions 
of the Boggs bill, if enacted, is explained below. 

Briefly, H.R. 5 would make possible the use of a domestic (U.S.) corporation 
to accumulate income from sales of goods and other business operations abroad 
thereby making additional funds available for the expansion of such business, 
free of U.S. tax until distributed to its stockholders. Furthermore, when dis. 
tributed, the maximum U.S. tax rate would be 38 percent instead of 52 per- 
cent, and the foreign tax credit will be allowable. 

These provisions, and other tax benefits available under H.R. 5, are described 
in some detail below, with especial emphasis upon the manner in which US, 
corporations may avail themselves of these advantages. 


TAX DEFERRAL 


The feature of H.R. 5 which has attracted the most attention is the deferral 
of U.S. tax on business income earned abroad by a domestic (U.S.) corporation 
until withdrawn from its operations abroad.* In order to defer payment of its 
U.S. taxes, the corporation must qualify (under the provisions of the bill) asa 
foreign business corporation. For this purpose, the corporation must derive 90 
percent or more of its gross income from sources without the United States 
and “from the active conduct of a trade or business.”* The latter phrase ig de 
fined to include dividends and other income from a corporation in which the re 
cipient owns 10 percent or more of the voting stock, subject to the requirement 
that the paying corporation would meet (or has met) tests for qualification cor- 
responding to those of an FBC (foreign business corporation) .* 

Having qualified as an FBC, it is subject to U.S. tax on its foreign-source 
business income only when, and to the extent that, it pays it out as dividends 
or otherwise withdraws its property from employment abroad. (An FBC is 
taxable currently on its income from sources within the United States in the 
Same manner as any other U.S. corporation.*) 

In the taxable year in which an FBC pays a dividend and becomes subject to 
U.S. tax on the portion of its profits (before U.S. tax) represented by the amount 
distributed,® it is allowed credit against such U.S. tax for foreign income taxes 
paid and deemed to have been paid by it with respect to such profits.’ (Such 
credit is subject to the usual percentage limitations.*) 

Finally, when dividends are paid by the FBC to a U.S. corporation owning 
its stock, a 100 percent dividends-received deduction is allowed,’ resulting in no 
U.S. tax on the receipt of such dividends. 

Significance of tax deferral 

Now, what does this provision for deferral of U.S. tax mean to the U.S. busi- 
nessman? He can (after enactment of H.R. 5) organize a corporation under the 
laws of one of the States (or use an existing domestic corporation, such as 4 
Western Hemisphere trade corporation, which qualifies as an FBC) to conduct 
business abroad without any U.S. tax being payable on income from such 0p- 
erations until the income is brought home and distributed. Thus, he can use 
the funds resulting from such profits, undiminished by U.S. taxes, to expand 
the business of the FBC in the country on which earned, or in any other country 
outside the United States. 

Many U.S. businessmen who have hesitated to make use of a foreign corpora. 
tion, are now ready to organize a foreign business corporation if the Boggs bill 
is enacted in its present f . In this way they will be enabled to expand their 

versea operations, using’ the @@ditional eapital made available by the deferral 
of T'S: tax On the foreign-source income of such an FBC, 


1Sec. 951. Unless otherwise stated, all citations of code sections in footnotes rete 0 

sections ot the 1954 code as proposed to be amended by H.R. 5, 86th Cong., 1st sess. (1959). 
Sec. 9 

3 Sec. 

4 See. 

5 Sec. 9% 

6 Sec. 

7 See. 

8 1954 code, sec. 

®Sec. 243(c). 


and sec. 78. 
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BENEFITS TO FOREIGN SUBSIDIARY OPERATIONS 


Even in the case of a U.S. corporation already obtaining, through the use of 
one or more foreign subsidiaries, all the benefits of deferral of U.S. taxes on in- 
come from sources outside the United States until received as dividends, and the 
penefit of the “averaging” of foreign income taxes so as to minimize the loss of 
foreign tax a some benefits can, in certain circumstances, be derived from 

use of an FBC. 
ees advantage of an FBC in such circumstances is that, being a domestic 
(U.S.) corporation, it is eligible for International Cooperation Administration 
guarantees, while a foreign corporation is ineligible for this protection. 

Another feature of an FBC is that it is subject, as a domestic corporation, to 
all tax conventions (“treaties”) between the United States and other nations, 
and entitled to the benefits thereof. 


Stock transfer benefits 

An interesting example of a tax-free transfer to an FBC is a transfer, by a 
U.S. parent corporation to an FBC, in exchange for stock of the latter, of stock 
of a foreign subsidiary now owned by the parent. 

Such a transaction (between a parent and a wholly owned subsidiary) would 
not be subject to the provisions of 1954 code, section 367, both transferor and 
transferee being domestic corporations and it being immaterial whether or not 
the foreign corporation be considered a corporation for the purpose of determin- 
ing, under code section 351, the tax-free effect of such an exchange. Hence, it 
would not be subject, under section 367, to the exceptions to the general rules in 
subchapter C regarding tax-free exchanges. 

One of the advantages of transferring stock of a foreign subsidiary to a sub- 
sidiary FBC is that such foreign subsidiaries could pay dividends to the FBC 
(thus removing assets from the country in which said subsidiary was incor- 
porated and/or operating) without resulting in any immediate U.S. tax. The 
advantages of such flexibility are obvious, and it will be found, in many in- 
stances, that such a method of operation (with both a foreign subsidiary and 
an FBC) has other tangible advantages. 


Benefit evaluation 

In order to ascertain the possible value of using an FBC in a specific case 
where a domestic corporation already has one or more foreign subsidiaries, all 
feasible transaction involving the three types of corporations should be imag- 
ined. Then compute the resulting deferral of payment of U.S. taxes and the 
ultimate income tax consequences (United States and foreign) of such transac- 
tions. Only in this way is it possible to reach an informed decision as to which 
transactions and methods of operating would produce the most advantageous 
overall result. It is probable that some surprising results will become apparent 
from such tax computations. It will, of course, be essential also to take into 
consideration local taxes other than income taxes, and all nontax factors which 
would have a bearing upon the desirability of such transactions. 


TAX REDUCTION 


Despite the advantages which some see in the deferral provisions of H.R. 
5, discussed under that heading, if the stated objectives of the Boggs bill 
“to encourage private investment abroad and thereby promote American in- 
dustry and reduce Government expenditures for foreign economic assistance” 
are to be attained, much more than tax deferral is necessary. 

To encourage American businesses to expand their activities in (or into) 
other countries, the mere postponement of the time for paying U.S. taxes on 
income (if any) thus earned outside the United States is not a very strong 
incentive. 

_ Income earned outside the United States, beyond its jurisdiction and protec- 
tion, should be taxed by the United States only once—when such profits are 
received by U.S. citizens or residents. That is enough, rather than taxing such 
foreign profits when received by a U.S. corporation, and again when distributed 
to its stockholders. It should not be necessary to advance arguments in support 
of this view—on the contrary, it is Congress that should have to justify its 
Inposition of two successive taxes, one on top of the other, on income earned 
outside the United States. 
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Extension of Western Hemisphere trade corporation tax reduction 


A step in the right direction is taken in the Boggs bill—the extension to wor. 
wide business operations of the 14-percentage-points tax reduction presently 
allowed to U.S. corporations qualifying as Western Hemisphere trade corpora. 
tions. 

The Boggs bill would allow this reduction with respect to business income froy 
abroad, including dividends and other income of a domestic corporation whic) 
qualifies as an “international trade corporation.” To qualify as such, the 
income of such a corporation must meet the above-described tests applicable 
to the income of an FBC “for the 3-year period immediately preceding the close 
of the taxable year (or for such part of such 3-year period during which the 
corporation was in existence, or for such part of such 3-year period as follows 
December 31, 1958, whichever is the shorter * * *”” 

It usually will be found desirable, even where not essential, to organize a new 
corporation (under the laws of one of the States) to qualify as both an FBC 
and an international trade corporation. No U.S. tax problem under 1954 code, 
section 867, would result from any transfers of properties to such a corporation 
from one or more individuals or from another existing domestic corporation, 
inasmuch as no foreign corporation would be a party to the transfer. 

An illustration of the potential advantage of the provision for the 14-point 
reduction may be found in the case of a U.S. corporation now making sales in 
the Western Hemisphere through a WHTC subsidiary, but selling directly to 
customers in Europe. Under the Boggs bill, the benefit of the 38 percent max- 
imum U.S. tax rate on income realized by such a corporation from sales in 
Europe would be available to an international trade corporation to the same 
extent as is presently the case with the sales being made in the Western Hen- 
isphere but outside the United States. Such operations in both hemispheres 
would no longer present the same problems as to loss of tax credits where the 
tax rates in some countries are higher than 52 percent. This would result from 
another provision of the Boggs bill (mentioned further below) permitting the 
use of either the overall or per-country method of computing the limitation on 
the allowable amount of such credit. 

It is clear that a domestic corporation which qualifies as an international 
trade corporation may also qualify as an FBC, thereby obtaining the benefit 
of both the 14-percentage-point reduction in the tax on its foreign business in- 
come and the deferral of U.S. tax on such income until distributed. These two 
provisions, taken together, afford sufficient benefit to constitute a strong incentive 
to American business to expand its activities abroad, thereby accomplishing the 
announced objectives of the Boggs bill, as well as the broader objectives of 
strengthening the ties of commercial and friendly relations with other nations of 
the free world. 

The Treasury, apparently without adequate statistics on how much tax (net 
after deduction of foreign tax credits) it has been collecting with respect to 
business income from abroad in recent years, “guesstimates” that it runs from 
$200 million to $500 million, and objects to the effect of these provisions upon 
its revenue. Even if one of these estimates happened to be approximately 
correct, the cost would be small, compared to (1) the billions of dollars being 
poured out in government-to-government aid (the need for which would be 
lessened by the effects of enactment of H.R. 5), and (2) the increased income 
tax revenue that would flow to the Treasury as a result of the stimulation of 
U.S. business as a consequence of acceleration of our international trade if H.R. 
5 is made a part of our system of taxing income earned outside the United States. 

It is far easier to prove that this would be the effect of enactment of the 
Boggs bill, than for the Treasury to prove how much revenue loss it would sustain 
(temporarily) as a result of H.R. 5’s provisions for tax deferral and the 1+ 
point tax reduction. 

One thing is certain: Business will not be encouraged to any great extent to 
embark upon and expand operations abroad if the onky incentives offered are 
tax reductions which will not even temporarily reduce the Treasury’s tax rev- 
enues from such activities. 

If business appreciates what it can do for our country through increased 
business with other countries, and what the Boggs bill can, in turn, do for such 
business, very desirable results would quickly ensue in both directions. 


10 Sec. 921. 
11 Sec. 921(1). 
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TAX-FREE PROPERTY TRANSFERS 


The Boggs bill will greatly facilitate tax planning because of its provision ™ 
permitting tax-free transfers of “foreign business property” to foreign corpora- 
tions, in certain circumstances. Such transfers are distinctly different from 
(1) transfers of property of any kind from an ordinary domestic (U.S.) corpora- 
tion to a foreign business corporation—which may be made completely tax 
free“—and (2) transfers from a foreign corporation to an FBC, which may 
be made in such a manner as not to give rise to U.S. tax at the time transfer 
is made“ but will enter into the computation of the FBC’s “reinvested foreign 
business income” * and hence be taxable to the FBC at the time it makes a dis- 
tribution out of such “income.” * 


BENEFITS IN COMPUTING TAX CREDIT 


Another provision of H.R. 5 which will greatly facilitate tax planning is that 
which allows, in the determination of the amount of the foreign tax credit, the 
use of either the existing per-country limitation or the overall limitation, which- 
ever will produce the larger credit. * 

This would eliminate the present necessity of planning steps to avoid loss of 
tax credits in situations where, due to operating in countries where the income 
tax rates are higher than 52 percent, it is desirable (if possible) to effect an 
“averaging” of such taxes with taxes levied at lower rates in other countries. 


INVOLUNTARY CONVERSIONS 


Another type of situation, in which the resulting tax burden could be very 
heavy and inequitable, has likewise been corrected by the Boggs bill. This has 
to do with situations where, due to local conditions, the U.S. parent company 
wishes to be the payee of insurance policies covering property owned by a sub- 
sidiary. 

Those operating in such countries are familiar with the reasons why this is 
highly desirable, if not practically essential. Under existing law, proceeds re- 
ceived by the parent company in such a situation, even though reinvested in 
similar property thereafter owned by the subsidiary, are taxable to the parent 
company in their entirety as ordinary income. This is so because the parent 
company has no cost to apply against the receipt of such proceeds and, hence, 
cannot claim that such proceeds are from the sale or disposition of any asset 
owned by it. Under the proposed provision in H.R. 5,” the receipt of such pro- 
ceeds by the U.S. parent would not be taxable to it provided that the money 
was reinvested in similar property thereafter owned by the subsidiary. This 
will protect the U.S. corporation in the event of the receipt of proceeds of casualty 
losses of property in such circumstances and relieve the existing burden of the 
tax counsel, although there is believed to be, under existing law, at least one 
means of achieving approximately the same result. 


TAX CREDIT FOR “FORGIVEN” FOREIGN TAX 


Finally, one of the great planning opportunities for obtaining both business 
and tax benefits is offered by the provision * in the Boggs bill which would allow 
US. taxpayers—during a maximum period of 10 years—credit for foreign 
income taxes “forgiven” by the government of a foreign country as an induce- 
ment to render technical, engineering, or like services, or to actively conduct a 
trade or business in such country, provided the facts as to such forgiveness are 
certified by our Secretary of State (or his delegate). 

This so-called tax-sparing provision is essential to remove the obstacle which 
presently deters foreign governments from giving U.S. business adequate and 
effective tax incentives sufficient to justify the risk in investing money, time and 
know-how in new enterprises in less-developed countries. Under existing law, 


Sec. 367 (b) and (c) and sec. 1492(b). 
on Under 1954 code secs. 351, 354, and similar provisions of subch. C, ch. 1, of the 1954 
e. 
4 Sec, 921(b) (2). 
Sec. 921,(b)'(2)(B). 
Sec. 921(b) (2) (A). 
™ Sec, 904(d). 
Sec. 1033 (g). 
®Sec. 903. 
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taxes so “forgiven” by the foreign government are sooner or later collected from 
the U.S. taxpayer by the U.S. Treasury, thus depriving the taxpayer of any 


net tax benefit as a result of the incentive sought to be extended by the foreign 
government. 


This provision would benefit taxpayers without any actual loss of revenne ty 
the Treasury, inasmuch as it would collect as much tax from the taxpayer ag 
if the foreign tax had not been forgiven by the foreign government. 


CONCLUSION 


In conclusion, it might be mentioned that there is nothing in H.R. 5 whia 
would result in any different method of determining the source of income or 
place of sale of goods, whether produced in the United States by the parent con. 
pany or by an affiliate of the taxable entity making the sale, or otherwise 
acquired. 


It is not believed that there is anything in the Boggs bill or its legislative 
history to date which would indicate that any different rules would be appii- 
cable with respect to the necessity of “substance” in the case of a foreign busi. 
ness corporation or an international trade corporation than are applicable to 
domestic and foreign corporations under existing law. Hence, the problems of 


“source of income” (that is, “place of sale’) and of “substance” will still con- 
front the tax counsel. 


One last word—it will still be worthwhile to plan entirely to avoid the US, 
corporation tax on income from abroad, whenever possible. 

The Cuarrman. Any questions? 

Mr. Boggs. I just have one question. 

I would like to say, first, that Mr. Seghers has spent a great many 
years working in this field, and he has made a tremendous contribution 
in this whole area. I should like publicly to thank him for the work 
he has done. 

One question I would like to ask: What do you think about the 
Treasury proposals to limit export income and to put a geographical 
limitation on tax deferral ? 

Mr. Srauers. Well, to speak of the geographical limitations first, I 
would say that most businesses with which I am acquainted would 
not be hurt in dollars and cents tax cost so much as by administrative 
problems and expenses. By that I mean that if you exclude from the 
benefits of the bill income derived in Canada, Great Britain, and other 
European countries, the net amount of U.S. tax which would have to 
be paid at once, instead of being deferred or reduced, it would be 
relatively little. because most of the U.S. tax is only computed but 
not paid by U.S. taxpayers. It is only computed and then wiped out 
by the foreign tax credit. So that really, in the examples that I have 
heard of, it would not mean much to them. I think such a limitation 
is one of the things which would be very difficult to draft. It would 
be a perfect way of delaying passage of the bill, which I hope will 
not happen. 

I think that if the Treasury could point out where there would be 
any substantial loss of revenue because of benefits obtained by US. 
organizations in. highly developed countries, then I think an amen¢- 
ment after passage of the bill might be in order. Personally, I do 
not think it would hurt much. 

Now, to answer your question about exports, in the way I have 
spoken of them, the real question is not, “Should we bar exports! 
but, “Should we give exports a great deal more encouragement than 
you give in your bill?” 

I can assure you I find nothing in your bill which helps in any way 
exports as such, because your bill does not change the definition of 
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income or of the source of income. If income is earned in the United 
States, it remains taxable under H.R. 5. If it is not taxable income 
in the United States today, it will still not be taxable in the United 
States tomorrow, after passage of H.R. 5. And therefore I do not 
understand the Treasury’s concern. 

As a matter of policy, is the Treasury anxious to prevent exports, 
when export sales are falling dangerously, when the balance of trade 
for the first time is running against us, when gold is fleeing the coun- 
try, an almost unthinkable thing; or is the Congress anxious to pro- 
mote exports, to promote more jobs and more penetration of American 
goods into foreign countries ? 

I do not understand the Treasury’s opposition, except, perhaps, its 
unwillingness to accept a visible loss or tax revenue even though there 
will be a large invisible increase in revenue which will very largely 
offset that loss. 

Hence, I do not think much of either Treasury proposal. I think 
that the first is a nuisance and the second is a matter of policy which 
seems to be contrary to the national interest. 

The Cramman. Mr. Seghers, we thank you, sir, for appearing be- 
fore the committee today. I want to join Mr. Boggs in his statement, 
in recognition of your long experience in this field and the eminence 
that you have attained over the years in this field. We do appreciate 
your coming to the committee. 

Mr. Secuers. Thank you very much, sir. 

The Cuamman. The next witness will be Mr. William A. Crichley, 
chairman, tax policy committee, Manufacturing Chemists’ Asso- 
ciation. 

Please a yourself by giving your name and address and the 
capacity in which you appear. 


STATEMENT OF WILLIAM A. CRICHLEY, CHAIRMAN, TAX POLICY 
COMMITTEE, MANUFACTURING CHEMISTS’ ASSOCIATION, INC. 


Mr. Cricutey. Mr. Chairman and members of the committee, my 
name is William A. Crichley. I am appearing as chairman of the 
tax policy committee of the Manufacturing Chemists’ Association. 

The Cuamman. Mr. Crichley, will it be possible for you to con- 
clude your statement in 10 minutes? 

Mr. Cricutey. Yes, it will, Mr. Chairman. 

The Cuarrman. If you omit any parts of it, your entire statement 
will be included in the record, without objection. 

You are recognized, sir. 

Mr. Cricutry. The Manufacturing Chemists’ Association is an in- 
corporated national trade organization composed of more than 170 
companies engaged in the manufacture and sale of chemicals. These 
companies account for more than 90 percent of the chemical produc- 
tion capacity of the United States. 

The members of our organization are vitally concerned with the ex- 
pansion of the industry’s present market and believe that the inter- 
national marketplace is one of the most important areas requiring 
our attention today. To this end I am therefore appearing before 
your committee for the purpose of endorsing H.R. 5. 
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I would like to summarize briefly our views on the major features 
of the bill being considered. 

Although minor clarifications may be required in the bill as it js 
written, we are in complete accord with the principles contained jn 
H.R. 5. In our opinion, this legislation would create an incentive for 
future expansion through foreign investment. It would help the 
United States continue as the dynamic leader in world affairs and 
help it carry out its foreign aid policies most effectively. We believe 
that private industry can be encouraged to abet this purpose by being 
granted certain tax considerations as proposed in the present bill. 

First, the feature pertaining to the Western Hemisphere trade 
corporation status to the international trade corporation. 

n any plan for expansion in the foreign field today, management 
must consider the plan from any points of view. After the technical 
considerations have been resolved, such as aveilability of raw mate- 
rials and supplies, the labor market and management, and distribu- 
tion systems available, we must consider very carefully the broad 
areas of law and finances. Foreign exchange controls and tax strue- 
tures naturally weigh heavily in any decision. Adding to the risk is 
the fact that in most instances we will be unable to observe physically 
and at first hand daily operations and local attitudes, Nationalistic 
tendencies in a foreign country can jeopardize a substantial invest- 
ment in a very short time. For this reason, a prudent businessman 
today is taking a considerably greater risk when he invests $1 million 
in most foreign areas than were he to invest the same amount at home. 
We believe, therefore, that the 14 percent tax differential now granted 
Western Hemisphere trade corporations should be extended to cover 
income derived from foreign sources, as provided for in H.R. 5. 

Section 2. Foreign business corporations: As I mentioned pre- 
viously, management in considering a plan of investment in a foreign 
area must consider also the legal form under which they will operate. 
The two basic methods available are as a branch or as a separate corp- 
oration. Naturally, the advantages and disadvantages of either form 
vary with the individual circumstances. However, it can be stated 
basically that to operate under the branch form will mean that the 
income derived in the foreign country will be subjected to the U.S. 
income tax, as earned, just the same as the income derived from a 
branch operated in, say, the State of Ohio or Texas. This will be 
true even though the earnings in the foreign country are not brought 
back into the United States. To avoid this kind of a situation, manage- 
ment might organize a separate corporation. The new corporation 
could be a subsidiary either organized under the laws of the country 
in which the operation is to be carried on or established in a country 
which has less restrictive legal and tax requirements. As members 
of the committee know, many foreign operations today are being 
conducted through corporations organized in so-called tax haven 
countries. 

However, this method of operation involves much legal gymnastics 
and burdensome paper shuflling. : 

One very practical reason for the adoption of this type of organiza- 
tion is that, with the income not subject to the high income-tax rate of 
the United States, a greater portion of the income derived from the 
foreign operation is available for reinvestment. We believe that, if 
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foreign business corporations are permitted as defined in section 2 
of the bill, it will not only simplify many of the legal problems busi- 
ness faces — but will produce no loss of revenue to the United 
States because the corporation will be subject to the informed scrutiny 
of the Treasury Department and to the application of appropriate tax 
rates when the earnings are distributed in the United States. The 
deferral of tax on this type of income earned abroad is a necessary 
step and the method proposed in H.R. 5 is a forthright approach to 

Transfers and reorganizations to facilitate private foreign invest- 
ment: Section 367 of the Internal Revenue Code provides that a ruling 
must be obtained from the Treasury Department before any assets of a 
U.S. company may be transferred to a foreign corporation in order to 
prevent the incidence of any tax. This provision, of course, was in- 
tended to prevent the funneling off of income-producing properties to 
areas outside the Treasury’s jurisdiction. But without legislation— 
such as provided in H.R. 5—the Treasury officials lack the necessary 

idance to permit them to exercise judgment in Sg on requests 
ie rulings of this type. Experience shows that U.S. companies find 
it difficult to obtain favorable rulings today to permit them to enter 
into transactions of this nature and are thereby hampered in their 
plans for expanding into the foreign field. Section 3 of the present 
bill provides the necessary amendments to the code so that this prac- 
tical problem will be minimized. 

Alternative limitation on foreign tax credit: You gentlemen are 
well aware of the complexity of today’s U.S. tax laws and you can 
certainly appreciate that a company operating in a number of foreign 
countries is confronted with the Herculean task of interpreting the 
foreign tax laws as well. A U.S. corporation is granted the right 
under the Internal Revenue Code to credit certain of these foreign 
taxes paid against their U.S. tax liability. There are, however, a 
series of tests which must first be made in arriving at the amount al- 
lowable as a credit. One of these tests, we believe, is unnecessarily 
restrictive. This is the so-called country-by-country limitation. It is 
generally accepted that in entering the world market a company’s 
activities are not necessarily concentrated or subject to the tax laws of 
only one foreign country. Funds generated from the operations in 
one country are or should be available for reinvestment in other 
foreign areas. In other words, it is most desirable that an investor 
have the opportunity to choose whether he shall use the country-by- 
country limitation or the overall limitation in computing his allow- 
able foreign tax credit. 

Credit for investment incentive waivers of tax by a foreign country. 
Foreign governments—especially those in the less developed areas— 
have adopted the practice of granting tax exemptions to new indus- 
try coming into their areas. Presently a U.S. corporation is placed 
at a disadvantage in relation to its foreign competitors because it re- 
celves no credit against its U.S. tax liability for the foreign taxes 
from which it has been exempted. Stated another way, the U.S. com- 
pany, even though it has received a foreign exemption, will have to 
pay an equivalent amount to the United States, while its foreign com- 
petitor will not be placed at this disadvantage. This situation could 
probably be negated through the adoption of tax-sparing provisions 
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in the tax treaties entered into with various foreign governments, but 
the treatymaking process is slow and laborious. It would be more 
desirable to enact legislation at this time as provided in section ¢ 
of the bill. 

In summary, gentlemen, the chemical industry represented by our 
organization sincerely believes that it is imperative that incentives be 
created to encourage American free enterprise to expand in the fore 
area and that H.R. 5 provides a workable plan to accomplish this, 

We recommend your favorable consideration of this bill. 

: I will be glad to answer any questions that the committee might 
ave. 

The Cuarrman. Mr. Crichley, we thank you, sir, for coming to the 
committee and giving us the views of the Manufacturing Chemists’ 
Association. 

Are there any questions ? 

Thank you very much. 

Mr. Cricutry. Thank you. 

The Crarrman. Our next witness is Mr. Silliman. 

Mr. Silliman, will you identify yourself for the record by giving 
us your name and address and the capacity in which you appear. 


STATEMENT OF SHERWOOD E. SILLIMAN, SECRETARY, VICK 
CHEMICAL CO. 


Mr. Strtmean. My name is Sherwood E. Silliman. My address is 
122 East 42d Street, New York, N.Y. 

The Cuatrrman. Would it be possible for you to conclude your state- 
ment within 10 minutes? 

Mr. Yes, sir. 

The Thank you, sir. You are recognized. 

Mr. Stturmman. I am the secretary of the Vick Chemical Co. 

The Vick Chemical Co. does a large domestic business as well as an 
export business. Therefore we are interested, as a domestic corpora- 
tion, in the tax effect that would be had on our domestic business as 
well as our foreign business. We have plants in North Carolina, Penn- 
sylvania, New Jersey, New York, Connecticut, Ohio, and Missouri. 

We do not feel that any of those plants will shut down or lose any 
labor if this bill is passed, for the very good reason that because of 
volume production in the United States we can produce our medicines 
and drugs far cheaper—and this is by actual experience—than we 
ean produce them in any foreign country. And therefore, naturally, 
we would prefer to export out of the United States rather than to 
manufacture abroad. 

But what has happened is that the countries that put up tariffs 
have exchange control, import licenses, so that of necessity, in order 
to maintain our product in the world market—and we have it in 117 
different countries of the world—we have found that we have to 
ship our products in bulk to a great many markets and have them 
packaged over there, and some countries have built plants. 

We have found also that the complexities of doing business abroad, 
as distinguished from doing business in the United States, are very, 
— vast. And it is this feature of the Boggs bill which I want to 
address my remarks to, because I think it will help a great deal m 
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connection with a medium sized company like Vick, to have this relief, 
so that we can simplify our organization, which is quite complex now 
in connection with transaction of foreign business. 

We have 2 divisions of the parent company, 3 domestic sub- 
sidiaries, and some 20 foreign su sidiaries. If sections 2, 3, and 5 
of H.R. 5 are enacted into law, it could give the opportunity of sim- 
plifying this structure substantially, into a foreign business corpora- 
tion which would conduct operations outside the Western Hemisphere 
through whatever form of organization seemed best for the particular 
foreign market. 

The U.S. tax laws affecting the organization and reorganization 
of foreign business operations are much more complex and out of date 
than the corresponding provisions of the Internal Revenue Code affect- 
ing domestic business. From time to time, legislation has been pend- 
ing in Congress to correct this, but because of the understandable 
complexities of the D - mers no progress has been made either by the 
administration or Congress to remedy these deficiencies in our tax 
code. And if I may say so, I think members of the administration and 
members of the legislative bodies find these complexities difficult, as 
the businessman does. 

What those who do business abroad need is not more complex U.S. 
tax laws than the domestic businessman faces, but simpler ones to help 
reconcile these complexities. We all have some familiarity with the 
domestic business, but foreign business seems to stump even the 
experts, 

However, if some fundamentals are kept in mind, the problem is 
not as complex as it would appear. The primary need is to center 
the management of oversea business in a domestic corporation, re- 
lieved of the impact of U.S. taxes on its foreign income, provided such 
income is reinvested abroad. 

Mr. Strauss testified before the committee yesterday. I have read 
his very fine report, and it seemed to me that that is almost the last 
word in helping American business overseas. And he summarizes this 
need for simplicity by saying: 

A foreign business corporation would, we believe, stimulate foreign investment 
by U.S. firms by permitting eligible companies to defer their U.S. tax on in- 
come accumulated abroad, provided such income is reinvested abroad. In addi- 
tion, the proposed FBC would enable companies operating abroad te integrate 
the management of their foreign activities, to decide without regard to tax 
consequences whether to operate abroad through a U.S. branch or through a 
foreign subsidiary, and to transfer their foreign earnings from one country to 
another without tax liability. 

The second point is that legislation should be enacted to permit 
without tax consequences the reorganization of foreign setups as con- 
ditions change overseas. For business and foreign tax reasons, a 
branch may be established in one country. Later a foreign subsidiary 
may be called for, or vice versa. It is essential that these changes be 
= without U.S. tax penalties. And section 3 of H.R. 5 would do 
this, 

The third point is that American corporations doing business abroad 
must rightly pay a foreign tax for such privilege. Congress has 
recognized the need for avoidance of double taxation by legislation 
granting foreign tax credits. However, in operation, as other wit- 
nesses have pointed out, inequities have resulted. Section 5 would cor- 
rect this. 
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American business engaged in foreign commerce also needs the tax 
reduction afforded in section 4 of H.R. 5, and this should be forth. 
coming. However, we recognize that the Secretary of the Treasy 
has stated that this is not the time, and from our point of view this 
can be deferred. We are very anxious to get the other sections enacted, 

I have read the letter dated May 6, 1959, sent by the Secretary of 
the Treasury to the chairman of the Committee on Ways and Means, 
It would be a distinct mistake to limit the tax deferment provided 
in section 2 to the so-called less developed countries. 

The reason for this is that you would just have another complexity 
involved in the very complex situation we find today. 

We do not consider that the remedies afforded by section 2 of HR, 
5 shouid be classified as tax reduction. Development of U.S. taxes 
can be obtained at present in a number of different ways. One of the 
ways is that you do not even have to establish a base company opera- 
tion. You can create, for example, a Brazilian corporation and kee 
your income down there and not be subject to U.S. tax. So that there 
are different ways of doing this. But it is cumbersome, complex, and 
it would work out so much more smoothly if we could have our office 
in New York, our management there, under a foreign business cor- 
poration, and operate out of that. 

Before closing: I do not know whether this would be helpful to 
the committee, but it was very helpful to me. And I do not want 
to make it a part of the record. This little book called “A Tax Guide 
to U.S. Corporations Doing Business Abroad,” by Price Waterhouse 
& Co., gives the best story I have seen on the difficulties. If the mem- 
bers of the committee or the staff would like to have it, I will leave 
it without having it made part of the record. 

Mr. Mason. How many copies have you got there? 

Rn Smtr n. I have five copies. I can supply more if you want 
them. 

The Cuatrman. If you will leave the five copies and provide to the 
clerk additional copies so that each member may have a copy, I 
think it would be fine. 

Mr. Smuman. It was from Mr. Waterhouse of Price Waterhouse 
that I got these copies. He said, “Good luck to you. We are for it, 
too. 

The Cuatrrman. We thank you very much for your very fine state- 
ment. We appreciate your coming to the committee. Thank you 
very much. 

Your prepared statement will appear in the record. 

(The prepared statement of Mr. Silliman is as follows:) 


STATEMENT OF SHERWOOD E. SecreTary or Vick CHEMICAL C0, 
IN Support oF H.R. 5 


The Vick Chemical Co. is a medium-sized corporation engaged principally in 
the drug and chemical business. It sells its products in 117 foreign markets 
and manufactures its products or packages them from bulk shipments in some 
23 of these markets. 

The complexity of doing business abroad, coupled with the difficulty of re 
conciling the United States and foreign taxes, has resulted in Vick Chemical 
Co. having a somewhat unwieldy organization for the transaction of its foreign 
business. It conducts this business through divisions of the parent company, 
83 domestic subsidiaries, and some 20 foreign subsidiaries. If sections 2, 3, and 
5, of H.R. 5 are enacted into law, it would give the opportunity of simplifying 
this structure substantially into a foreign business corporation (a domestic 
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U.S. corporation) which would conduct operations outside the Western Hemi- 
sphere through whatever form of organization seems best for the particular 
foreign market with uniform U.S. tax treatment of the foreign income. 

The U.S. tax laws affecting the organization and reorganization of foreign 
business operations are much more complex and out of date than the correspond- 
ing provisions of the Internal Revenue Code affecting domestic business. From 
time to time legislation has been pending in Congress to correct this, but because 
of the understandable complexities of the problem no progress has been made 
either by the administration or Congress to remedy these deficiencies in our Tax 
Code. What those who do business abroad need is not more complex U.S. 
tax laws than the domestic businessman faces, but simpler ones to help reconcile 
the complexities of the foreign tax laws. We all have some familiarity with the 
domestic business, but foreign business seems even to stump the experts. 

However, if certain fundamentals are kept in mind, the problem is not as 
complex as it would appear. The primary need is to center the management 
of overseas business in a domestic corporation relieved of the impact of U.S. 
taxes on its foreign income, provided such income is reinvested abroad. The 
foreign business corporation proposed in section 2 of H.R. 5 would give this relief. 
Its advantages are succinctly set forth in: “Expanding Private Investment for 
Free World Economic Growth,” prepared under the direction of Ralph I. Straus, 
as special consultant to the Under Secretary of State for Economic Affairs. 
Reference is made to page 9 of this report: 

“4 foreign business corporation would, we believe, stimulate foreign invest- 
ment by U.S. firms by permitting eligible companies to defer their U.S. tax on 
income accumulated abroad, provided such income is reinvested abroad. In 
addition, the proposed FBC would enable companies operating abroad to inte- 
grate the management of their foreign activities, to decide without regard to 
tax considerations whether to operate abroad through a U.S. branch or through 
a foreign subsidiary, and to transfer their foreign earnings from one country to 
another without tax liability.” 

In a footnote, the report mentions H.R. 5 with approval. 

The second point is that legislation should be enacted to permit without tax 
consequences, reorganization of foreign setups as conditions change overseas. 
For business and foreign tax reasons a branch may be established in one coun- 
try. Later a foreign subsidiary may be called for or vice versa. It is essential 
that these changes be made without U.S. tax penalty. Section 3 of H.R. 5 does 
this. 

The third point is that American corporations doing business abroad must 
rightly pay a foreign tax for such privilege. Congress has recognized the need 
for avoidance of double taxation by legislation granting foreign tax credits. 
However, in operation inequities have resulted which should be corrected. Sec- 
tion 5 of H.R. 5 does this. 

American business engaged in foreign commerce also needs the tax reduction 
afforded in section 4 of H.R. 5, and this should be forthcoming. However, the 
Secretary of the Treasury says that this is not the time to give it. We trust it 
may be granted later. In the meantime, Congress should grant the relief con- 
tained in sections 2, 3, and 5, of H.R. 5 at the earliest possible moment. 

I have read the letter dated May 6, 1959, sent by the Secretary of the Treasury 
to the chairman of the Committee on Ways and Means. It would be a distinct 
mistake to limit the tax deferment provided in section 2 of H.R. 5 to so-called 
“less developed countries.” This would only add another complication where the 
solution cries for simplification of our present tax structure as it relates to doiing 
business overseas. 

We do not consider that the remedies afforded by section 2 of H.R. 5 should be 
classified as a tax reduction. Deferment of U.S. taxes can be obtained at pres- 
ent in a number of different ways, such as forming foreign subsidiaries, or a base 
country holding company and thus accumulate income abroad free of U.S. taxes. 
However, to do this unduly complicates the operations. Congress should per- 
mit the same tax treatment under the American flag so business can operate its 
+ str foreign enterprises in the United States unfettered by dual tax com- 

exities, 


The CramMan. Our next witness is Mr. Christopherson. 
Please identify yourself for the record, Mr. Christopherson, by 
giving us your name, address, and the capacity in which you appear. 
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STATEMENT OF CARL E. CHRISTOPHERSON, MANAGER, INTER. 
NATIONAL TRADE DEPARTMENT, THE WORLD TRADE CENTER 
IN NEW ENGLAND 


Mr, CuristopHerson. My name is Carl E. Christopherson. I am 
manager of the international trade department of the World Trade 
Center in New England, which is located in Boston. 

The Cuarrman. Mr, Christopherson, our good friend the distin- 
guished majority leader of the House, Hon. John McCormack, called 
me yesterday and called my attention to the fact that in his opinion 
the World Trade Center, located in his district in Boston, is one of 
their very fine organizations, and he wanted the members of the con- 
mittee to know that. And I was pleased to give the members of the 
committee his evaluation of this very fine World Trade Center of 
which you are a part. 

Mr. Curistoruerson. Thank you, sir. 

The Cuarrman. Can you conclude your statement in 10 minutes? 

Mr. CuristopHERSON. Yes, sir. 

The Cuatrman. Fine. 

You are recognized. 

Mr. CuristopHerson. The World Trade Center is a nonprofit corpo- 
ration organized to promote foreign trade, export and import, in the 
six New England States. Its membership represents a large and true 
cross section of the industrial, commercial and international business 
interests of the six State region. Our activities are similar to those of 
International House in New Orelans and the World Trade Center in 
San Francisco. 

It is the considered opinion of the members of the World Trade 
Center in New England, Inc., that enactment of H.R. 5 would not only 
be a definite benefit to many exporters and foreign investors through- 
out the country but, would, in time, result in increased revenue for 
the Federal Government and could well become one of the basic prin- 
ciples of a modern, forward-looking, long-range foreign economic 
policy. Our foreign trade pattern over the last 15 months indicates 
urgent need on the part of the Federal Government to enlist the great- 
est possible participation in foreign trade and investment by private 
firms and individuals. 

Such statements as “major political, fiscal, and economic decisions 
in 1959 will surely have to be made increasingly in the light of de- 
velopments beyond our borders,” made by the First National Bank of 
Boston, deserves serious consideration. There are five well defined 
issues concerning international business which will call for Govern- 
ment action in the near future. These are: (1) rising production 
costs; (2) European integration; (3) Outflow of gold; (4) Com- 
munist trade offensive, and (5) foreign investment. 


RISING PRODUCTION COSTS 


Rising prices, reflected in lower purchasing power of the dollar, 
have been most marked in the industrial sector of the economy, par- 
ticularly among metals and metal manufacturers. This has made 
many of our products more expensive, thereby making our markets 
more attractive to foreign sellers. This also tends to deprive U.S. 
manufacturers of their competitive position in foreign markets. 
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These pressures have increased American interest in the possibilities 
of manufacturing abroad. 


EUROPEAN INTEGRATION 


The establishment by the European Common Market of a 10 percent 
cut in tariffs between France, Western Germany, Italy, and the 
Benelux countries marks the first step toward eventual removal of 
all tariffs and barriers to trade and production. It is estimated that 
by 1970 the European Common Market will have a ee of 
more than 180 million people with a per capita income of more than 
$1,100. By locating in one of these countries, the American manu- 
facturer can take advantage of a mass market and the possibility of 
serving other areas more ah sntbar mae than from the United States. 

Posing another problem for U.S. exporters and investors is the 
apparent progress being made in meetings by the so-called outer 
seven countries of Europe (Austria, Denmark, Great Britain, Nor- 
way, Portugal, Sweden, Switzerland). These seven countries are 
planning an organization similar to the Common Market which will 
provide free passage of goods across their boundaries within a period 
of 10 years. The three Nordic countries are meeting on July 11 to 
decide whether a Nordic customs union will be needed as a comple- 
ment to the seven-country plan. Later in July the seven countries 
will meet again for further discussions. 

There also have been serious discussions of the possibility of form- 
ing common market areas in Latin America and southeast Asia. 


OUTFLOW OF GOLD 


The loss from U.S. gold stocks from February through mid-De- 
cember 1958, was in excess of $2.2 billion, wiping out the net gains 
of the preceding 214 years. This outflow continued during the first 
quarter of 1959, but at a lower rate than in preceding quarters as 
foreign countries kept a higher share of their net receipts in dollar 
assets. The decline in the first quarter amounted to $96 million, but 
this increased to $250 million during April and May. 

The net outflow of private capital in the first quarter of 1959 
amounted to $400 million, the smallest amount per quarter since 1955. 
The decline was largely the result of increasing tightness in the supply 
of bank credit and of rising interest rates while credit conditions in 
the major financial centers of Europe became easier. 

Direct investments in the first quarter amounted to $240 million, or 
$90 million more than during the first quarter of 1958. More im- 
portant than the increase was the fact that 70 percent of the total, or a 
higher share than ever before in the postwar period, went to Europe. 
The unusual size of direct investments in that area reflects, in large 
part, the attractiveness of establishing subsidiaries in the countries of 
the European economic community. 


COMMUNIST TRADE OFFENSIVE 


Economie competition between the free and Communist. nations, 
particularly in the underdeveloped nations of the world, is broaden- 
ing in scope and rising in intensity, creating new problems for busi- 
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ness and for public officials. The ability of Communist nations to 
vary prices and terms to fit political motives, to buy up unneeded com- 
modities for later “dumping” at any price, to offer goods scarce at 
home, to vary quality after “deals” are made, to barter and thus 
secure flexible pricing arrangements—all are calculated to penetrate, 
dominate, or disrupt markets and economies. As more Communist 
output enters world markets, and trade for political reasons be. 
comes more widely adopted by the anti-Western nations, trade for 
profit may become increasingly difficult and complex. 


FOREIGN INVESTMENT 


Since World War II the United States has spent $60 billion on 
foreign aid. American direct private investment abroad, in the 12 
years ending in 1957, increased a $17 billion. But while public and 

rivate investment by the United States in the nations of the world 
1s without precedent and has been extremely productive, the job of 
foreign economic development is far from complete. The me chal- 
lenge for foreign investment is how to help the less developed nations 
achieve in decades what has taken the West centuries to accomplish. 

As previously mentioned, first quarter statistics on direct invest- 
ments show how the American trader is turning to this means to hold 
his share of trade within the European Common Market. Given 
some incentive and encouragement by the Federal Government, he 
will expand his activities in lesser developed areas and thus gradually 
ease the burden on the national budget and the American taxpayer. 

There is an increasing awareness that the whole question of foreign 
aid must sooner or later be reappraised and reevaluated. It is reported 
that in London and Switzerland there is open speculation as to how 
long the United States can afford to continue a foreign aid program 
of the magnitude that is planned today without damaging the prestige 
and power of the dollar in world financial centers. 

The unfavorable balance-of-payments position of the United States 
is causing some concern in Europe. What the Europeans are afraid 
of is a sudden loss of confidence in the dollar on the part of the in- 
ternational financial community, a loss of confidence which might be 
caused by a combination of factors: our continuing to lose gold, a con- 
tinued loss of export markets, and an unbalanced Federal budget which 
would indicate that we are unable to protect the value of the dollar. 

As private investors increase their activity in less developed areas 
the Federal budget for foreign aid could be gradually lessened. This 
would probably be accomplished with little disruption in the program 
and would result in a better balanced budget and savings to the 
American taxpayer. 

At present, practically the only help the Government can give our 
foreign traders is through GATT, which will give its first considera- 
tion to the European Common Market in sessions scheduled to begin 
in September 1960. (Incidentally, the World Trade Center last year 
urged a renewal period of 11 years for GATT so that our Govern- 
ment would be in the strongest possible position to negotiate with 
the Common Market countries on behalf of our foreign traders.) 
These negotiations are necessarily long in preparation and slow in 
final approval. In the meantime, the American manufacturer and 
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orter should be entitled to as much Federal assistance as is prac- 
ticable to help him through this period of uncertainty. 

New England manufacturers, exporters, and investors have a spe- 
cial interest in the passage of H.R. 5. A recent survey showed that 
New England firms are engaged in widely diversified activity abroad 
including banking, manufacturing, engineering, and consulting. 
Products of our region sold or manufacture overseas or in yo 
from confectionery to abrasives. We are making use of all of the 
tools of international business—exporting, branch plant operations, 
licensing agreements, and other investment arrangements. 

The World Trade Center has scores of visitors seeking information 
on the possibilities of establishing a branch plant or licensing the 
manufacture of a product in a foreign country. So also does the 
Boston field office of the U.S. artment of Commerce. In addi- 
tion, we know that banks, legal firms, and tax experts among our 
membership likewise receive such inquiries. 

This bill, H.R. 5, was drafted to help in the solution of the prob- 
lems I have mentioned here. Its passage would assure a stronger na- 
tional foreign economic policy. It would give substance to the de- 
sire of all of us to promote and develop through trade better under- 
standing in all parts of the world. It would help build a stronger 
partnership between business and Government. 

We do recommend, however, that in its final form H.R. 5 will 
make available, with appropriate safeguards, the benefits of section 2 
for manufacturing corporations whose stock happens to be closely 
held. The bill as presently drawn excludes such closely held corpo- 
rations from the benefits of tax deferral. 

Other than this, which is a minor change in the measure, the World 
Trade Center in New England strongly favors passage of H.R. 5. 

The Cuairman. Mr. Christopherson, we thank you, sir, for coming 
tothe committee and giving us the benefit of your thinking. 

We will next hear from Lawrence S. Apsey, general attorney, 
Celanese Corp. of America. 

Will you please identify yourself for the record by giving your full 
name, address, and the capacity in which you appear. 


STATEMENT OF LAWRENCE S. APSEY, GENERAL ATTORNEY, 
CELANESE CORP. OF AMERICA 


Mr. Apsry. Yes, Mr. Chairman. 

My name is Lawrence S. Apsey. Iam general attorney for Celanese 
Corp. of America, with executive offices in New York City. I have 
filed with the committee a written statement, which I would like to 
have printed for the record. 

The CHamman. Without objection, your entire statement will ap- 
pear in the record. 

You are recognized for 10 minutes. 

(The prepared statement of Lawrence S. Apsey is as follows:) 


Synopsis or STATEMENT OF CELANESE Corp. OF AMERICA IN SUPPORT OF THE Bocas 
(H.R. 5) 


Lawrence 8. Apsey, general attorney, speaking for Celanese Corp. of America, 
told the Committee on Ways and Means of the House of Representatives today 
that the enactment of the Boggs bill (H.R. 5) would increase and accelerate the 
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expansion of foreign investments into less developed countries. We are in g 
period of declining exports and increasing competition from abroad, Mr. Apsey 
said in substance, yet our Government penalizes its own nationals by harsher 
tax treatment than that accorded to competitors of American concerns by many 
foreign countries. Mr. Khrushchev has prophesied that the Soviet Union will he 
“relentless” in prevailing over the United States in the field of trade. Why 
should our Government be more reluctant than other Western nations to sacri- 
fice a small amount of tax revenue to give our embattled businessmen the neces. 
sary ammunition to win this trade war? 

Mr. Apsey characterized as “self-defeating” the proposal of the Treasury De. 
partment to limit tax deferral to income from investments in less developed coun- 
tries, for two reasons: First, it would defeat the objective of inducing com- 
panies to repatriate the business they are now conducting through foreign tax 
haven corporations. No businessman in his right mind, he pointed out, would 
trade the privilege of tax deferral from worldwide operations, now available 
through foreign tax haven corporations, for the privilege of tax deferral limited 
to income from less developed countries alone. 

Secondly, the Treasury limitation would defeat the desired flow of new Ameri- 
ean capital to less developed countries. Except in the extractive industries, he 
said, practically no new American capital will be invested, in the first instance, 
in less developed countries where incomes are low and purchasing power very 
limited. On the other hand, if American capital is encouraged to go into more 
promising countries, the profits from these operations will be made available 
for more risky ventures in less developed countries, provided they are not first 
decimated by taxpayments, as at present. 

Mr. Apsey also supported the provisions of section 4, granting a 14 percentage 
point tax advantage to international trade corporations. This would substan- 
tially increase the taxable income from exports by enabling American exporters 
to meet foreign competition. 

Mr. Apsey pointed out that, even accepting the Treasury estimates of revenue 
loss, these would amount to oniy one-tenth of 1 percent of our gross national 
product, which he felt was a small price to pay to combat communism through 
peaceful means. 
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STATEMENT OF CELANESE CoRP. OF AMERICA, IN Support OF H.R. 5 (Boacs 


(Prepared by Lawrence S. Apsey) 


My name is Lawrence S. Apsey and I am general attorney for Celanese Corp. 
of America, for which I appear in support of H.R. 5 in its entirety. 


INTEREST OF CELANESE IN FOREIGN EXPANSION 


Our corporation employs more than 12,500 persons in the United States, in 14 
plants distributed through 9 States, producing chemical fibers, chemicals, and 
plastic materials. Exports from the United States represent roughly 10 percent 
of our domestic sales volume. Abroad, our subsidiary and affiliate companies 
are engaged in manufacturing operations in 6 countries, with 19 plants employ- 
ing more than 8,000 workers. Taken as a whole, our exports from the United 
States and the sales of our affiliated companies abroad currently represent about 
50 percent of the amount which our domestic company sells within the United 
States. This rather impressive stake in foreign business should not mislead any- 
body to conclude that tax deferrals and other incentives offered by H.R. 5 would 
not increase and accelerate the further growth of our oversea operations. I am 
sure we speak for many other companies with foreign investments and those 
contemplating such investments when we assure you that the Boggs bill as 
written offers substantial incentives to the expansion of foreign investments into 
less developed countries. 


PRIVATE EXPANSION TO RELIEVE GOVERNMENT AID 


Our interest in the passage of H.R. 5 is not primarily a selfish one, but in com- 
mon with other companies concerned with foreign operations and markets we 
feel that it is in the national interest to develop trade and investments abroad 
as rapidly as possible on a sound business basis. In the present international 
situation this seems to be the only alternative to endless financial and commod- 
ities aid to other countries by the Government; and we feel sure that the eco- 
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nomic and political stability of the United States can be much better preserved 
by the expansion of our free enterprise system than by programs of Government 
aid. So far in the postwar reconstruction period, U.S. policy has been almost 
entirely devoted to helping the other fellow get back on his feet. The Marshall 
plan, point 4, ICA, Public Law 480 covering the disposal of surplus agricultural 
commodities, the Development Loan Fund, “trade not aid,” and many other pro- 
grams have all contributed to the strengthening of foreign industries and econ- 
omies. While it seems clear that up to now the emergency aid programs have 
been necessary, the time has surely come to do everything possible to induce pri- 
yate enterprise to aid in the economic improvement of foreign areas, not only in 
the so-called less developed countries, but in the industrialized countries as well. 
The products and know-how of our enterprise system can be our best ambassa- 
dors abroad; and we need the support and good will of the industrialized coun- 
tries as well as that of the less developed ones. 


INCREASE OF FOREIGN COMPETITION AND DECLINING EXPORTS 


The American programs designed to strengthen foreign economies brought 
many indirect and collateral benefits to U.S. industry, but as the foreign econ- 
omies have gotten on their feet, these benefits have gradually diminished until 
now growing numbers of U.S. products are on the defensive, both at home and 
abroad. The United States is today a net importer of automobiles! because 
Detroit's mass production know-how has been copied and even improved upon 
abroad. Steel imports have exceeded exports for the fifth consecutive month.’ 
General Electric, finding U.S. costs high, is contracting with a Japanese com- 
pany to manufacture radios and appliances which it can sell competitively in 
world markets.* European office machines are cutting into our home market. 
Japanese and Hong Kong textiles are flooding into foreign markets. U.S. manu- 
facturers are finding it harder and harder to export, U.S. exports have declined 
and our balance of payments deficit has recently been highlighted by the outflow 
of gold reserves. The U.S. balance of payments deficit, during 1958, was 3.4 
billions of dollars. During the first quarter of 1959, it was running at the rate 
of 3.7 billions of dollars.‘ 

Not only does American capital have the competition of resurgent foreign in- 
dustries to contend with; but, in addition, the laws of the principal competing 
countries are designed to give their nationals a competitive advantage in foreign 
markets. Our Nation enjoys the dubious distinction of penalizing its own 
nationals by much harsher tax treatment than that granted to their competitors 
by foreign countries. Great Britain has its Overseas Corporation which pays no 
tax to Britain on income generated abroad until the money is brought home for 
use in the mother country. The Netherlands for over 100 years has, through a 
system of unilateral relief, in effect taxed its domestic corporations only on that 
portion of income which is earned in the mother country proper. Belgium has 
reduced the tax on foreign-source operating income to 8 percent and on other 
foreign-source income to 12 percent. Profits earned abroad by Italian companies 
are exempt from company tax and income tax. In France and Switzerland, 
branch profits arising overseas are not subjected to company tax. In Norway, 
there is an exemption for income from the conduct of a trade abroad which has 
been subject to tax abroad. In Denmark, the profits of overseas branches are 
exempt from company tax but remain liable to the extraordinary company tax.® 
Thus, foreign competitors are in a position to reinvest earnings from any foreign 
country in other foreign countries without liability to taxation at home, or at 
least only after payment of taxes at reduced rates. This opportunity is not now 
opened to American corporations. Even under H.R. 5, American business will get 
only a deferral of tax liability, as distinguished from the full exemption granted 
by most of the above countries. 

The Communist countries, of course, have no concern about either taxes or 
profits. Mr. Khrushchev declared that in the field of trade the Soviet Union 
will win over the United States. “We are relentless in this, and it will prove 
the superiority of our system,” he stated on November 7, 1957. I ask you, why 


?1959 World Automotive Market Survey and Motor Census, p. 69. 
?New York Times, July 2, 1959, p. 33. 
®* Recent press release of International General Electric Co. Inc. 
~ Department of Commerce, Survey of Current Business, June 1959. 
See “Taxation in the Proposed European Free Trade Area” (Federation of British 
Industries), pp. 18-19. 
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in the world, if the United States is in a cold war with the Communist countries, 
it should be more reluctant than other Western nations to give the favorable 
tax treatment which will enable it to compete in foreign markets? With com. 
petition on the rise and exports declining, what reason on earth can Congress 
find for not giving American business as good a break as other nations give to 
our competitors? If we are in a cold war with the Communist countries, can 
we not afford to sacrifice a few dollars of revenue to supply our embattled busi- 
nessmen with the necessary ammunition? 


THE PROPOSED FOREIGN BUSINESS CORPORATION AS AN AID TO PRIVATE EXPANSION 


In seeking some assistance from our Government similar to that which other 
governments are giving to our competitors, we are not seeking a subsidy or gift, 
We do not believe that section 2 of H.R. 5 can be construed as a subsidy for 
foreign business, but rather that it provides a temporary deferral of tax to 
permit U.S. exports to retain at least part of their former competitive standing 
in world markets and to permit the more rapid accumulation of capital for ex- 
pansion and development of industrial facilities abroad. Although such deferral 
may reduce tax receipts today, it will unquestionably increase U.S. tax receipts 
in the future. Let us analyze the last sentence: 

First, we said tax deferral “may reduce tax receipts today.” We discount the 
large unsubstantiated estimates of the loss of tax revenue that will result from 
passage of the Boggs bill for the followng reasons: 

Most large corporations active in the foreign field are currently using tax 
havens or other involved procedures to minimize the incidence of U.S. taxes 
on their exports and other sources of income from abroad. With respect to this 
large segment of business, the Boggs bill will not cause any additional deferral 
of tax revenue, but will allow deferral to be accomplished here at home and 
not in Nassau or other foreign havens. Admittedly, smaller exporters and busi- 
nessmen who can ill afford the time or expense of specialized tax counseling may 
not be taking advantage of complex tax deferral procedures which can today be 
legally employed. These smaller businesses will indeed be the primary 
beneficiaries of the Boggs bill which, if passed, will largely make it unnecessary 
to seek foreign tax sanctuaries in the future. 

Secondly, we stated that tax deferral “will unquestionably increase U.S. 
tax receipts in the future.” Despite sophistic arguments that a tax dollar 
lost today is a tax dollar lost forever, we are convinced that regulated tax 
deferral today will substantially increase tax revenues in the future. We, with 
others here today, represent stockholders who want dividends. Thus, as a 
practical matter tax deferral can only go so far; sooner or later the melon must 
be cut. Stockholders cannot spend deferred profits and deferred dividends. We, 
like every other company, want only to save some seed from this year’s crop 
so that next year’s harvest can be bigger and better. Since Uncle Sam will 
continue to be a 52-percent stockholder in the parent corporations, he will share 
in the bigger and better harvests to come. 


LIMITATIONS PROPOSED BY THE TREASURY DEFEAT THE PURPOSE OF THE BILL 


If section 2 of the bill is not limited in its operations as suggested by the 
Treasury, there is reason to hope that many of the companies now using foreign 
tax havens will repatriate those operations by transferring them to foreign busi- 
ness corporations. It is certainly much more convenient to carry on business 
from home base and much easier to obtain competent personnel to operate it 
in the States. When International Cooperation Administration guarantees of 
convertibility of foreign currency are needed, it will be possible to take advan- 
tage of them through a repatriated U.S. foreign business corporation, while this 
would not be possible through a foreign-based corporation. All this will result 
in increased business activity in the United States and increases in personal 
income tax revenues from employees who would otherwise be employed abroad. 
If the benefits of the foreign business corporation, however, are limited to less 
developed countries, as proposed by the Treasury, there is no hope that any sub- 
stantial number of foreign-based corporations will be repatriated. No business- 
man in his right mind would trade the privilege of tax deferral from worldwide 
operations, now obtained through a tax haven corporation, for the privilege 
ef tax deferral limited to income from less developed countries alone, not to 
mention the other limitations proposed by the Treasury. By thus preventing 
repatriation, the Treasury limitations will be self-defeating. 
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In fact, the proposals of the Treasury Department display a gross lack of 
understanding of the way business operates. They are so completely unwork- 
able that if the Treasury had desired deliberately to defeat the proposal of 
section 2 without seeming to do so, it could have done no better than advance 
these proposals. As we all know, private business operates to make a profit. 
Hence, when a domestic enterprise decides to expand into foreign markets, it 
first exports to those countries where it finds the maximum purchasing power 
for its products. If this operation is successful, the profit may be used to 
manufacture in such countries, and only after there has been a considerable 
accumulation of profits from this type of operation is a business in a position 
to take the extraordinary risks involved in investing in low-income countries 
where the purchasing power is very limited. The elementary facts of business 
life today are that except in the extractive industries practically no new Ameri- 
can capital will be invested in the first instance in the less developed countries. 
On the other hand, if American capital is encouraged to go into countries where 
the prospects are more promising, the profits from these operations will be 
made available for more risky ventures in less developed countries, provided 
they are not decimated by taxpayments before they can be reinvested. This is 
the philosophy back of the use of foreign tax havens today. Companies who in- 
vest in the less risky foreign countries where there are good markets accumu- 
late the profits from these ventures in tax haven corporations for expansion 
and reinvestment into progressively more risky areas as the necessary capital 
accumulates. 

This type of operation is impossible out of domestic earnings, more than half 
of which must be paid to the U.S. Government in taxes. The basic purpose of 
the Boggs bill was to permit this to be done through a U.S. foreign business cor- 
poration which would not be subject to the 52-percent tax; but if the Treasury’s 
limitations are adopted, it cannot be done, since the earnings from the profitable 
foreign ventures in more developed countries cannot be released through tax 
deferral for reinvestment in less developed countries. Hence, if section 2 were 
modified as required by the Treasury, its enactment would be only a gesture. 
It would not substantially attract new American investments either to well 
developed or less developed foreign countries. 
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STIMULATION OF EXPORTS 


The stimulation of exports is the first link in the chain leading ultimately to 
investment in less developed countries. Profits from exports are the eggs out 
of which foreign investment dollars are hatched. As indicated above, exporters 
are finding it increasingly difficult to meet foreign price competition, which re- 
duces their profits. Exporters have an additional problem in accumulating the 
capital to finance the long-term credits required by foreign buyers and the greater 
credit and currency risks inherent in export sales. As our per capita production 
increases, we must find foreign markets to keep our factories running, and we 
should never lose sight of the fact that every product sold abroad gives jobs 
to workers in this country. In our own company, 10 percent of our domestic pro- 
duction, representing 10 percent of the 12,500 jobs which we offer in nine 
different States, are accounted for by our export sales. Hence, we believe that 
the limitations proposed by the Treasury Department on section 2, as well as 
the objection to section 4, are unjustified, and that the objective of the Boggs 
bill to induce private capital to invest abroad is based on including appropriate 
stimulation and aid to exports. 


SECTION 4—INTERNATIONAL TRADE CORPORATIONS 


We feel that section 4 of the bill is of the utmost importance. This section 
grants a 14-percentage-point tax advantage to U.S. international trade corpora- 
tions which derive at least 90 percent of their gross income from outside the 
United States and at least 90 percent thereof for a 3-year period from the active 
conduct of a trade or business. This is the principle now applied to Western 
Hemisphere trade corporations and there is no logical reason for confining its 
advantages to the Western Hemisphere. 

As we understand it, the only reason for opposition to this provision is the 
loss of income which it is feared may result. We believe that this result would 
be greatly mitigated, if not completely compensated, by certain aspects which 
deserve consideration and study. We are now in a period of declining exports 
and if the volume of U.S. income from foreign trade can be stimulated to over- 
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come this decline, the diminishing taxable income from exports can be trans. 
formed into an increasing taxable income. The 14-percentage-point tax advantage 
will enable international trade corporations to meet the lower prices of foreign 
producers and thus not only retain, but probably increase, our foreign markets, 
Thus, through a broader tax base we can reasonably hope so to increase taxable 
income as largely to compensate for the lower rate. This principle is merely 
an application to the tax field of the principle of mass production and lower 
prices which has brought increased profits to many companies. 

Another important consideration is the fact that the tax on the income of ap 
international trade corporation would not be deferred as in the case of the 
foreign business corporation. It is to be expected that many companies which 
operate abroad through tax haven trading corporations and thus defer payment 
of any U.S. tax would transfer these operations to U.S. international trade cor. 
porations in order to get the immediate benefit of the 14 percentage points rather 
than to pay the full 52-percent tax when they bring the profits home from their 
tax haven subsidiaries. To the extent that section 4 is successful in causing 
companies to repatriate their tax haven corporations to international trade 
corporations, there will be an immediate gain in current Treasury receipts which 
will also help to compensate for the lower rate granted to international trade 
corporations. 

CONCLUSION 


Let us be realistic about this whole situation and not waste time on legislation 
which will become so emasculated as not to achieve its purpose. There is no 
sense in sacrificing any revenue unless we are willing to do enough to be really 
effective in stimulating foreign trade and investments abroad. A timid, piece. 
meal approach can only lose revenue without accomplishing the desired results, 
If the results are accomplished, it will be to the great benefit of our country’s 
foreign relations. It will contribute tremendously to our success in the struggle 
with communism. In all probability, it will so increase overall taxable income 
as greatly to minimize, if not entirely compensate for, the loss in revenue. Even 
if the loss in revenue is not compensated for, the total Treasury estimate of 
revenue loss under sections 2 and 4 of the bill (exaggerated as it appears) repre- 
sents only one-tenth of 1 percent of our gross national product. This, it is sub- 
mitted, is a small price to pay to combat communism through peaceful means, 
compared, for example, with the sums that we are expending for military 
defense. 

After all, the struggle with communism is primarily a struggle of ideas and 
will never be ultimately won by force of arms, but only by winning men’s minds 
to the superiority of free enterprise over communism. Hence, if we are going 
to take this step to spread free enterprise abroad, we believe we should take it 
boldly and multiply the tax advantages to such an extent that they will be over- 
whelmingly attractive and assure the desired’ results. To this end, we feel that 
every provisions of H.R. 5 is necessary and should be passed. Since we are ina 
cold war, let’s make an all-out attack on this front and see that we win the war 
without destroying the world in the process. 


Mr. Aprsry. Our corporation employs more than 12,500 persons in 
the United States, in 14 plants distributed through 9 States, producing 
chemical fibers, chemicals, and plastic materials. Exports from the 
United States represent roughly 10 percent of our domestic sales vol- 
ume. Abroad, our subsidiary and affiliate companies are engaged in 
manufacturing operations in 6 countries, with 19 plants employing 
more than 8,000 workers. Taken as a whole, our exports from the 
United States and the sales of our affiliated companies abroad cur- 
rently represent about 50 percent of the amount which our domesti¢ 
company sells within the United States. 

One of our principal foreign operations is in Mexico, where we have 
7 plants and employ 3,500 employees. We went into Mexico in 1944, 
and our operation has been effective in changing the habits of the peo- 
ple there with respect to fabrics and clothing and fibers. We were the 
first to introduce acetate and rayon in manufacturing in Mexico, and 
we have definitely raised the price of labor that we have paid to our 
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employees during the time that we have been in Mexico. I think the 
whole picture of Mexico is a good example of what can happen in an 
underdeveloped country after American industry enters. 

If you remember, 25 years ago, I think Mexico might have been 
classed among the less developed countries, but today there is no doubt 
about the fact that it is industrially an important country, and we 
claim to have had a share in that. 

This is the type of thing which the Boggs bill hopes to accomplish, 
[ believe, in other parts of the world. 

We are now in a period of declining exports, due to growing com- 
petition from abroad. The United States today is a net importer of 
automobiles. Steel imports have exceeded exports for the fifth con- 
scutive month. Our canes of = deficit has recently been 
highlighted by the outflow of gold reserves. 

Not only does American capital have the competition of resurgent 
foreign industries to contend with; but, in addition, the laws of the 
principal competing countries are designed to give their nationals a 
competitive advantage in foreign markets, Great Britain, the Nether- 
lands, Belgium, France, Switzerland, Norway, Denmark, and Italy 
are among the countries which grant to their nationals either de- 
ferred tax treatment or partial or complete tax exemption on income 
earned abroad. In contrast, the tax laws of this country penalize 
American corporations in competition with those of foreign coun- 
tries. Moreover, the Communist countries do not have to worry about 
either taxes or profits, and Mr. Khrushchev has prophesied that the 
Soviet Union will be “relentless” in prevailing over the United States 
in the field of trade. Since the United States is in a cold war with 
the Communist countries, why should our Government be more re- 
luctant than other Western nations to sacrifice a little tax revenue 
to give our embattled businessmen the necessary ammunition to win 
this trade war? 

We discount the Treasury’s unsubstantiated estimates of the loss 
of tax revenue that will result from the passage of H.R. 5. Most 
large corporations active in the foreign field are currently using tax 
havens to minimize the incidence of U.S. taxes on their exports and 
other sources of income from abroad. With respect to this large 
seoment of business, H.R. 5 will not cause any additional deferral of 
tax revenue, but will allow deferral to be accomplished here at home, 
and not in Nassau or other foreign havens. 

We are convinced that regulated tax deferral today will substan- 
tially increase tax revenues in the future. We, with others here today, 
represent stockholders who want dividends. Thus, as a practical mat- 
ter, tax deferral can only go so far; sooner or later the melon must 
be cut. The stockholders want their dividends. Since Uncle Sam 
will continue to be a 52 percent stockholder in the parent corporations, 
he will share in the bigger profits to come. 

It seems to us that the proposal of the Treasury Department. to 
limit tax deferral to income from investments in less developed coun- 
tries is self-defeating, for two principal reasons: 

First, it would defeat the objective of inducing companies to re- 

atriate the business they are now conducting through foreign tax 

aven corporations. No businessman in his right mind would trade 
the privilege of tax deferral from worldwide operations, now avail- 
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able through foreign tax haven corporations, for the privilege of tax 
deferral limited to income from less developed countries alone, 

In the second place, the Treasury limitation would defeat the de. 
sired flow of new American capital to less-developed countries. The 
Treasury limitation displays a gross lack of understanding of the wa 
business operates. As we all know, private business operates to make 
a profit. Hence, when a domestic enterprise decides to expand into 
foreign markets, it first exports to those countries where it finds the 
maximum purchasing power for its products. If this operation js 
successful, the profits may be used to manufacture in such countries, 
and only after there has been a considerable accumulation of profits 
from this type of operation is a business in a position to take the 
extraordinary risks involved in investing in low-income countries 
where the purchasing power is very limited. Except in the extractive 
industries, very little American capital will be invested in the first 
instance in the less-developed countries. On the other hand, if Amer- 
ican capital is encouraged to go into countries where the prospects 
are more promising, the profits from these operations will be made 
available for more risky ventures in less-developed countries, provided 
they are not decimated by taxpayments before they can be reinvested. 

This type of operation is impossible out of domestic earnings, more 
than half of which must be paid to the U.S. Government in taxes, 
If the Treasury’s limitations are adopted, it is impossible under H.R. 5, 
since the earnings from the seettable foreign ventures in more de- 
veloped countries cannot be released, through tax deferral, for rein- 
vestment in less-developed countries. 

The stimulation of exports is the first link in the chain leading 
ultimately to investment in less-developed foreign countries. Profits 
from exports are the eggs out of which foreign investment dollars are 
hatched. As our per capita production increases, we must find for- 
eign markets to keep our factories running, and we should never lose 
sight of the fact that every product sold abroad gives jobs to workers 
in this country. In our own company, 10 percent of our domestic 
production, representing 10 percent of the 12,500 jobs which we offer 
in nine different States, are accounted for by our export sales. Hence, 
we believe that for this reason the limitations proposed by the Treas- 
ury Department on section 2, as well as the objection to section 4, are 
self-defeatin 

We do not Selene that the Treasury’s fears of loss of income through 
the provisions of section 4 extending Western Hemisphere trade cor- 

oration treatment to the Eastern Hemisphere are well grounded. 

he 14-percentage point tax advantage will enable international trade 
corporations to meet the lower prices of foreign producers and thus 
not only retain, but probably increase, our foreign markets. Thus, 
through a broader tax base we can reasonably hope to increase taxable 
income and largely compensate for the lower rate. This principle 1s 
merely in application to the tax field of the principle of mass produc- 
tion and lower prices which has brought increased profits to many 
companies. 

Let us be realistic about this whole situation and not waste time on 
legislation which will become so emasculated as not to achieve its 
purpose. A timid, piecemeal approach can only lose revenue wtihout 
accomplishing the desired results. If the results are accomplished, 
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it will promote employment at home and contribute tremendously to 
our success in the struggle with communism. In all probability, it 
will so increase overall taxable income as to minimize, if not entirely 
compensate for, the loss in revenue. Even in revenue loss not com- 
pensated for, the total Treasury estimate of revenue loss under sec- 
tions 2 and 4 of the bill (exaggerated as it appears) represents only 
one-tenth of 1 percent of our gross national product. This, it is sub- 
mitted, is a small price to pay to combat communism through peace- 
ful means, compared, for example, with the sums that we are ex- 
nding for military defense. 

After all, the struggle with communism is primarily a struggle of 
ideas and will never be ultimately won by force of arms, but only by 
winning men’s minds to the superiority of free enterprise over com- 
munism. Hence, if we are going to take this step to spread free enter- 
prise abroad, we believe we should take it boldly and multiply the tax 
advantages to such an extent that they will be overwhelmingly at- 
tractive and assure the desired results. To this end, we feel that every 

rovision of H.R. 5 is necessary and should be passed. Since we are 
ina cold war, let us make an all-out attack on this front and see that 
we win the war without destroying the world in the process, 

Mr. Foranp (presiding). Mr. Baker will inquire. 

Mr. Baxer. Mr. Apsey, I am inclined to agree with you as to the 
observations on section 2. I mean, if we are going to have any, it 
ought to go to everybody alike. 

I am concerned about section 4. You say the underlying basis for 
this 14-percent differential is to meet the lower pricings abroad? 
You mean the selling pricesof products? Isthat it? 

Mr. Apsey. Which are enabled in part by similar tax advantages 
given by the countries with whom we compete. 

Mr. Baxer. You mean so that we can sell a product abroad at a 
lower selling price ? 

Mr. Arsry. So that we can meet competition abroad, yes. I think 
it is essential to enable us to meet competition in sales abroad. 

Mr. Baker. To sell at a lower price? 

Mr. Arsgy. Yes. 

Mr. Baxer. What is there about 14 percent? How did they arrive 
at 14 percent ? 

Mr. Apsry. I could not answer that. I am not familiar with how 
they arrived at it. 

Mr. Baker. Presumably, it would be the general difference between 
a foreign tax rate and ours. Is that what you think it is? 

Mr. Arsry. I suspect so, but as I am not an expert on the history 
of the act, I would not like to say for sure. But { do know that we 
have operated Western Hemisphere trade corporations for some time 
and have found that it has made a substantial difference. 

Mr. Baxer. Under this bill you are getting complete tax deferral 
when it goes worldwide, as it should if it goes at all, until that profit 
is repatriated, if I may use that term. You mentioned on top of that 
14 percent. I cannot quite reconcile that. 

Mr. Apsey. As I understand it, the 14-percent differential would be 
enjoyed by international trade corporations, which would not be the 
same as the foreign business corporation. And some companies that 
now use foreign tax haven corporations and pay the 52-percent tax 
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when their money is repatriated, and brought back to this country, 
would probably decide they preferred to use, if they are doing a Jot 
of trading, the international trade corporation, and enjoy right now 
the 14-percent advantage, in which event there would be no deferral, 
This is another point that would tend to reduce the immediate losses 
that the Treasury fears arising from the foreign business corporation, 

Mr. Baxer. Very briefly, you do get advantage of the 14-percent 
differential doing business in Mexico. Has that resulted in your 
selling your products in Mexico at a substantially lower price? 

Mr. Arsry. I believe it has all through the Western Hemisphere, 
We do not do our operation in Mexico through the Western Heni- 
sphere trade corporation so I cannot answer. Where we do sell 
through the Western Hemisphere trade corporation it has enabled us 
to charge lower prices and meet the competition, which is very severe 
at present. 

Mr. Baker. Do you import some of your products—export them 
back here to the United States—that you manufacture ? 

Mr. Apsery. No, we donot. On that point I might say I do not know 
any company that has any such idea in mind which was brought out 
earlier, about export to the United States. 

Mr. Baxer. I am sure that you do not because you say you do not 
and I take that at face value. But we had hearings a year or so 
on reciprocal trade. It developed that in the past few years a very sub- 
stantial part of manufacturing of cameras and optical instruments 
had moved to Belgium and whatnot. 

As I it then, those cameras and products of that great 


company, whose president was here and testified, come back here in 
the United States. That was the purpose of going abroad. 


Mr. Arsry. Of course, they have to contest with the tariff in order 
to do that. For my company I can say that if there is a feeling on 
the part of the committee that such an abuse would occur, I would 
see no objection to putting in the type of reservation you mentioned 
earlier to prevent that sort of thing from happening. 

Mr. Baker. That is a very practical suggestion. Thank you, sir. 

Mr. Berrs. When you talk about selling abroad to a foreign country, 
would not the foreign tariff laws offset that ? 

Mr. Arsry. The foreign tariff laws are one of many things that you 
have to contend with that make this tax advantage necessary. The 
foreign tariff laws in some cases—of course, it differs in the different 
countries in the tax aid that competitors from other countries have, 
and the necessity of having to finance foreign exports and the foreign 
exchange problems and the greater risks involved, all of those things 
add up to a much more difficult and risky and expensive operation 
when you go abroad which is not taken into account in the present tax 
laws and we believe it should be. 

Mr. Berrs. It seems to me that no matter how cheaply you manu- 
facture the product here, by the time—— 

Mr. Apsey. That is a generalization that it might be true in one or 
two countries but I am sure it is not true as a generalization. 
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(The following letter was received by the committee :) 


CELANESE Corp. ofr AMERICA, 
New York, N.Y., July 10, 1959. 
Re H.R. 5. 
Hon. D. MILLs, 
Chairman, House Ways and Means Committee, 
New House Office Building, Washington, D.C. 

Dear CONGRESSMAN Mix1s: I wish to thank you and the other members of the 
Ways and Means Committee for your courtesy in giving our company an op- 
portunit y to be heard on the above bill yesterday. 

During the testimony of some of the previous witnesses, Representative Simp- 
son asked a question to which I believe there are a number of answers, which 
we should like to add to the record. He said he would like to know what to say 
to some of his constituents who will object to this bill on the ground that their 
taxes would be increased as a result of special tax treatment accorded by the 
pill to their competitors. It seems to us there are at least four answers to this 
question, as follows: 

1. If Mr. Simpson’s constituents are selling only in the domestic market, they 
will not be in competition with the foreign sales on which the tax advantages are 

nted. 
at) To the extent that Mr. Simpson’s constituents are in the foreign market, 
they will receive the full tax advantages under H.R. 5 available to their competi- 


tors. 

3. If Representative Simpson’s constituents have elected to confine themselves 
to the domestic market, they do not need the tax assistance of H.R. 5, which is 
designed to compensate for the extra risks of doing business abroad (currency 
convertibility, danger of expropriation, increased insurance and financing costs, 
lower competitive prices due to aid from other governments, etc.) 

4. If the bill has its desired effect of inducing American capital substantially 
to increase its stake in foreign operations, Representative Simpson’s constituents 
should benefit (@) to the extent that private investment supplants the necessity 
for foreign aid derived from tax income, and (b) to the extent that increased ex- 
ports and increased dividends from foreign business abroad result in a general 
increase in taxable income when the funds are distributed. 

It would be appreciated if this letter would be printed in the record as an 
addendum to our written statement. 

Very truly yours, 
LAWRENCE §. Apsey, General Attorney. 
_ Mr. Foranp. We thank you for your appearance. The next witness 
is Mr. Mario Capelli. 

For the purpose of the record, will you give your name and ad- 

dress and whom you represent ? 


STATEMENT OF MARIO CAPELLI, VICE PRESIDENT, RHEEM 
INTERNATIONAL, NEW YORK, N.Y. 


Mr. Careiir. Mr. Chairman, my name is Mario Capelli. I am vice 
president and general manager of Rheem Manufacturing Co.’s Inter- 
national Division, 400 Park Avenue, New York City. 

Mr. Foranp. You are recognized for 10 minutes. 

Mr. Caretxt. In this capacity I supervise the operations of our 21 
foreign plants which are located in 15 different countries and I formu- 
late plans for our continued expansion abroad. 

This legislation will promote American industrial and commercial 
expansion abroad. Thus it will constitute a timely and statesmanlike 
recognition of the tremendous problems which confront our country 
and of the important part which American business must play in 
solving them. 

The war ended in 1945. Fourteen years and $64 billion in foreign 
ad later, we are still the most misunderstood country on earth—sep- 
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arated from Soviet Russia by nations only half convinced—by people, 
many of whom have chosen our side as the lesser of two evils, 

Confronted as we are by the responsibility of world leadership 
which has been thrust upon us, we must equip ourselves with the neces. 
sary knowledge and sophistication if our leadership is to be effective 
and accepted by the free world. 

Our industrial know-how must be shared, the people of the world 
must learn to see us as we are—sincere, hardworking, tolerant, peace- 
loving people. We must help other nations to attain our high stand- 
ard of living if we wish to preserve it at home. 

The European Common Market has been hailed as a great victory for 
our side. This it is, without a doubt, since it will create a powerful 
coalition which will act as a bulwark against the spread of commt- 
nism in Western Europe. Yet, for an undetermined number of years 
it will also constitute a serious threat to our economy. 

European technical skills and ingenuity, no longer confined by na- 
tional boundaries, will soon master mass production methods. With 
their much lower labor and administrative costs, Western Europeans 
will thus be in a position not only to threaten our traditional export 
markets but to endanger some sectors of our own domestic economy. 

Tariff walls and other trade barriers are obsolete and double-edged 
weapons. We must, therefore, prepare ourselves to defend our for- 
eign market position by manufacturing abroad on a far greater scale 
than at present. Only through a concerted and intensified effort by 
American business can we hope to assist Western Europe in rapidly 
attaining standards of living comparable to our_own. Only when 
such a condition is reached, I believe, will the European Common 
Market cease to represent a danger to our own living standards. 

It is evident, therefore, that for the good of our economy there 
should be no attempt to limit the benefits offered by bill H.R. 5 to 
the less developed areas of the free world. Any effort to impose such 
restrictions would only engender controversy and confusion and would 
ultimately defeat the broader scope of this legislation. 

The challenge which confronts us today offers a unique opportunity 
to demonstrate to our friends and enemies alike the power and effec- 
tiveness of free enterprise intelligently and realistically encouraged 
by a farsighted government. In defending our own economy by help- 
ing to develop and consolidate the economy of friendly nations, our 
businessmen will also acquire, on a much greater scale than has been 
possible heretofore, a firsthand knowledge of world conditions, habits, 
and thought that will constitute in years to come a most valuable as- 
set for our country. 

England’s greatness in world trade rested mainly on its unswerv- 
ing foreign policy and, perhaps even more, on the wide knowledge of 
the outside world which its many generations of shopkeepers had 
accumulated. In this connection it is well to remember that British 
oversea corporations have enjoyed for a long time many of the ad- 
vantages and encouragements which bill H.R. 5 would extend to 
American enterprises. 

The temporary reduction in tax receipts which would result from 
the adoption of this legislation and which in terms of current U.S. 
Government figures is negligible, would be more than compensated 
for not only by much greater future taxpayments but also by lower 
Government expenditures in foreign aid. 
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Ishall not attempt to place a monetary value on the vast experience, 
maturity, and general world knowledge that our Nation can acquire 
as a direct result of the intensified foreign expansion which would 
naturally follow the adoption of this bill. I feel safe in stating, 
however, that over the*years, in terms of human and national values, 
they will represent for us a far greater and more vital patrimony than 
the gold stored in Fort Knox. 

The adoption of this commonsense legislation will constitute an 
eloquent demonstration to the world of our Government’s determina- 
tion to adopt a uniform and consistent policy in its endeavors to pro- 
mote closer ties with the free world and to strengthen its economy. 

It will also do a great deal to reestablish our dignity abroad. The 
spectacle of many hundreds of important American companies search- 
ing the world in quest of an obscure but protective flag under which 
to establish the legal seat of their foreign operations, has by now 
acquired a Gilbert and Sullivan flavor which must cause a certain 
amount of amusement even among those who stand to gain the most 
from our current inconsistencies. 

It’s incredible how much executive time and effort is being wasted 
every day by American business in planning the perfectly safe “tax 
haven setup.” 

After diligent searches are completed and the “flag of convenience” 
has been chosen, thought must then be given to making the new over- 
sea venture safe from the Bureau of Internal Revenue. The venture 
must be given body, substance, purpose, and validity. It must be 
generously staffed, mostly with U.S. citizens who will duly become tax- 
payers, not of Uncle Sam, but of some foreign government. 

All of this waste motion and revenue could be saved, if our Govern- 
ment, aware of the many valuable contributions which American 
foreign operations can make to our national interests, offered Ameri- 
can business those much needed facilities and assistance which at 
present, paradoxically, have to be deviously sought abroad. 

The adoption of bill H.R. 5 as one of the basic principles of our 
foreign policy would certainly represent a great stride in the right 
direction. Our legislators would enable American companies to carry 
out their difficult and important work in foreign lands in a far less 
complicated, less costly, and, frankly, much more dignified fashion. 

The Cuatrman. We thank you, sir, for giving us the benefit of your 
thinking on this matter. 

Our next witness is Mr. Gottlieb. 

Will you give us your name, address, and capacity in which you 
appear ? 


STATEMENT OF NORMAN W. GOTTLIEB, IN BEHALF OF H. STEELE 
Y CIA., S.A., MEXICO CITY 


_ Mr. Gorriies. I am Norman W. Gottlieb, American citizen residing 
in Mexico City. 
The Cuatrman. Mr. Gottlieb, we have you down for 5 minutes. 
an you complete your statement in that time ? 
Mr. Gorriies. Yes, sir. 
Iam vice president of a Mexican oo whose capital is mostly 


contributed by American citizens. have submitted a somewhat 
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lengthy statement for consideration by this committee and I ask to 
have it included in the record. 

I am taking the time allotted for oral presentation to emphasize 
just one point set out therein. People with whom I have discussed this 
bill are favorably impressed with it as a first step toward giving addi. 
tional incentive to American capital to invest in foreign countries, 
However, we all feel that while the relief proposed by H.R. 5 can be 
advantageously employed by large corporations, it will be of little 
help to small business or private individuals who care to invest their 
funds abroad. 

Either this bill should be amplified to give small business and in. 
dividuals incentives equal to those proposed for large corporations, 
or additional bills ought to be eoeanuaall for this purpose. 

H.R. 5 talks specifically about international trade organizations, 
but never mentions, as far as I can see, the individual who might 
invest, for example, in a Mexican corporation such as the firm by 
which I am mrs weed or an individual who might want to establish 
his own business. 

A great plus value received by the United States from investments 
by citizens abroad is an increased understanding and sympathy asa 
result of personal contact between Americans and foreigners. 

While government administrators are effective in bringing the 
American point of view to foreigners with whom they come in con- 
tact through the administration of foreign aid funds, there is per- 
haps a more personal concern on the part of the individual who has 
his own money invested and who will, therefore, go to greater lengths 
to create a favorable atmosphere with his personal contacts. 

The large American corporations do great work in the field of fos- 
tering understanding and good feeling toward the United States, par- 
ticularly through the Americans who work for them abroad, but an 
enormous opportunity is being lost to build 4 additional good will. 
This is the opportunity of having a large additional number of in- 
dividuals working or investing abroad. This opportunity could be 
spurred by incentives to the individual: 

The bill, as presented, allows aera pear the putting off of pay- 
ment of taxes on income earned abroad as long as the income is not 
returned to the United States. The large corporations often prepare 
to postpone indefinitely the repatriation of earnings. 

However, the individual with money to invest in the foreign coun- 
try likes to receive the money he might earn on his investment for liv- 
ing expense or other purposes. Therefore, he would frequently not 
care to put off bringing back this income to the United States even if 
he should fall under provisions of this law. L 

It is perfectly easy to say that in that event he should pay Amer! 
can income tax. However, he has taken considerable risk in investing 
abroad in addition to the normal risks of investment. Under these 
circumstances he would have little incentive to make a foreign 1- 
vestment. 

If the Congress would give him this incentive by reducing the rate 
of tax on income earned abroad as compared to the tax on income 
earned at home or perhaps even eliminating the tax on income from 
sources abroad, he would make the investment by the individual much 
more attractive and it would present the United States with a large 
number of extraordinarily convincing ambassadors of good will. 
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The loss in tax revenue resulting from complete elimination of taxes 
m income from foreign sources would, I believe, be much less than 
the savings to be realized by the United States in the more economical 
foreign aid program. I have set out in my memorandum an example 
showing this. 

In conclusion, I would like to reiterate that I feel that the provisions 
ofthe Boggs bill will bear looking into. If enacted into law it will be 
, great step forward for our country. I would like some provision 
for small benefits to individuals as compared to benefits given to large 
wrporations under this bill. 

ithe document referred to follows :) 


STATEMENT OF NORMAN W. GOTTLIEB, MEXICO CiTy, MEXICO 


Before the Committee on Ways and Means Pertaining to H.R. 5 


We understand that nearly all the leading trade organizations of the United 
States, including the National Foreign Trade Council, International Section of 
the New York Board of Trade, Inc., the Chicago Export Managers, and so forth, 
have passed formal resolutions supporting this bill. 

The reason for such agreement is obvious—foreign economic assistance by 
the U.S. Government must be replaced eventually with funds invested abroad by 
American capital in order to expand the American economy and reduce the 
burden on U.S. taxpayers. Of course there are many ways to effect that transi- 
tion and we feel that H.R. 5 will increase the attractiveness of foreign invest- 
ments by U.S. capital. However, this bill is only the first, and a very small, 
step toward the means for reducing Government expenditures in foreign aid. 

While we are sure that the various features of H.R. 5 such as— 

(a) Proposal not to tax earnings of American companies doing business 
abroad until such earnings are brought back to the United States, 
(b) Proposal to extend the present tax rate on Western Hemisphere trade 
organizations to foreign business corporations, 
(c) Proposal to accept as a credit against U.S. taxes any and all taxes 
that might be waived by foreign countries, 
will undoubtedly act as some incentive to increase foreign investments, a more 
sweeping reform is needed to really resolve the problem. 

We have presented our ideas on various occasions before several committees of 
the Congress and in personal conversations with various members of the Treas- 
uy Department and the House Ways and Means Committee, as well as with 
individual Members of Congress. 

Our proposal continues to be a general overall reduction and possible com- 
plete elimination of taxes on income earned abroad from private American 
investments. 

While we have been told that the passage of H.R. 5 will provide the proper 
stimulus for tripling the present outflow of private American investments in 
foreign countries from $2% billion annually to approximately $7 billion annually 
(these figures come from the editor of the McGraw-Hill Latin American letter), 
and although we know that there are approximately 200 American companies 
waiting for the 14 percent tax reduction from the regular corporate rate that 
would place them in the same bracket as present Western Hemisphere trading 
corporations, we still feel that H.R. 5 does not go far enough. We are told 
that if this bill were to pass, annual tax receipts to the U.S. Treasury would be 
cut by no more than $250 million a year. That certainly is a very reasonable 
price to pay for the benefits that would accrue whereby the U.S. Government 
could reduce its expenditures for foreign economic assistance by a much greater 
sum than the $250 million mentioned above and the foreign countries would 
probably receive investment capital vastly in excess of the total amount the 
US. Government is prepared to allot. Everybody appears to benefit—the tax- 
payer through probable reductions in the tax rate resulting from lesser expen- 
ditures for foreign aid, the Government through lessening need to supervise 
use of the funds, and the recipient of the capital influx because of its larger 
Volume. How much greater would be the gain to all the parties if our more 
sWeeping proposal were accepted. 


43349—59—— 31 


= 


468 


Parenthetically, just since the first of January 1959, and just to one division 
of the Mexican Government, the nationalized oil industry known as Petroleog 
Mexicanos, a loan of $100 million was made by the Export Import Bank and 
other loan of $90 million was made by the International Monetary Fund, Those 
were loans that will presumbaly be paid after a certain length of time but mean- 
while the money for them had to come from some place and the major part came 
from the pocketbook of the American taxpayer. 

Just bear in mind that the difference between the $250 million dollar logs of 
revenue to the U.S. Treasury through reduction or deferring of income tax oy 

7 billion of private American investment abroad and the loans to one particular 
government division of one particular country, loans totaling so far this year 
$190 million, is only $60 million. 

If private American investments in the Republic of Mexico could be freed 
from U.S. taxation on resulting profits, the economy of Mexico would quickly 
expand to the point where Petroleos Mexicanos could begin to live off that 
economy rather than be supported by foreign loans. 

Think of the savings to the American taxpayer despite the fact that exemp 
tion from income tax would mean definite and permanent loss of revenue to the 
r U.S. Treasury whereas the loans we have been discussing are to be paid back at 
_ a later date. In the case of Mexico, we are sure that those loans will be liquid- 
= ated in due time but meanwhile the money has to be put out and before it can 
= be put out, it must be obtained in part from the American taxpayer. That is 
= 
x= 
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why we say that our approval and support of H.R. 5 must be qualified with the 
proposal that new legislation be enacted to effect a general overall reduction 
and possible elimination of income taxes on foreign investments. 

It is our understanding that the President has asked Congress for almost $4 
billion for foreign aid during the fiscal year 1959-60. Through increased Ameri- 
can investment abroad, this foreign aid could certainly be cut in half (we realize 
that not all types of necessary aid could be substituted by private investment), 
If a saving of $2 billion could be made in foreign aid by increasing American 
investments abroad, then a loss of a like amount in tax revenue by the Treasury 
would not adversely affect the tax rate of the individual at home. Realize what 
this might mean if there were a flight of $50 billion of capital because of the 
additional incentive under the proposal we make (removal of all tax on income 
earned abroad). There would be a loss of income in the United States on these 
$50 billion of say 6 percent or $3 billion. Certainly income tax on $3 billion 
would not normally exceed the $2 billion mentioned above. Imagine the tre 
mendous impulse to the foreign countries through the influx of $50 billion. 
Naturally there could hardly be a flight of $50 billion in any one year. 

We wish to allay a fear that has been mentioned to us in the past, a fear that 
if too favorable a climate for foreign investments abroad is made, there might 
be a considerable flight of capital from the-United States that would have an 
adverse effect on the continuing development of the domestic economy structure. 

We believe that such a fear is exaggerated because we know that in the United 
States there is sufficient investment opportunity to compete with possible attrac- 
tive foreign investments and we feel that whereas a certain percentage of avail- 
able capital in the United States would be attracted to foreign investments, the 
much greater share of U.S. capital would prefer to invest at home, giving up 
the possibility of a greater return for the more secure conditions of domestic 
investments. In other words, we doubt that there would be adverse competition 
for the American investment dollar by increasing foreign opportunities. 

An additional fear has always been that the capital which might be exported 
from the United States would be permanently lost as a source of taxable income 
to the Treasury. This is probably overstated because even if our suggestion of 
tax exemption on income earned abroad were taken, the capital would eventually 
be subject to estate taxes except in the very rare instances, and we feel sure 
that these would be rare, of people changing their nationality. In any event, this 
avenue is open to anybody who feels strongly enough about tax savings at the 
present time to overbalance his valuation of American citizenship. 

The second major point we would like to make it that H.R. 5 does not provide 
tax relief for small businesses financed by American funds or for individual 
private American investors who care to operate abroad. Although many large 
American corporations operating in foreign countries have already found ways 
to lighten their U.S. tax burdens, the small company and the private American 
investor abroad have not yet been benefited in like manner. 

In Mexico, as in the United States, big business although welcomed is looked 
upon with some suspicion by the public and the Government. This, of course, 
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js especially the attitude toward large foreign companies. But, an individual 
coming to Mexico with a few thousand dollars and opening up a business is 
received with open arms and accepted as “one of us,” worthy of receiving all 
possible assistance for his desire to improve the economic condition of the 
try. 
Pe gular attitude would be extended to the private American who might not 
care to engage personally in business there but who would be willing to par- 
ticipate in the economic development of the country through purchasing stocks 
and/or bonds of an established Mexican concern—or who could lend his risk 
capital to another person for the operation of a business in Mexico—provided 
reasonable relief could be afforded him on income earned from his investment. 

Of course, we could certainly not have any objections to large corporations 
increasing their investments in Mexico but we would prefer to have many indi- 
yiduals go there with their risk capital to establish private businesses or to invest 
in already existing businesses. 

Those many individuals, based on our experience, would do more toward 
achieving the well-known goals of the United States insofar as foreign trade 
policy and foreign economic assistance are concerned than could a few large 
companies, regardless of how well intentioned the latter might be. The goals 
we believe are increased understanding and friendship between our country and 
our allies. 

To conclude, gentlemen, while we heartily approve the passage of H.R. 5, we 
still hope someday to see a broader and more effective piece of legislation en- 
acted along the lines that we have mentioned today to really enable the U.S. 
Government to reduce its expenditures for foreign economic assistance, and in 
doing that, to develop a friendlier atmosphere in foreign countries toward the 
United States by taking such foreign economic assistance out of the hands of 
the U.S. Government and placing it in the sphere of private American investors. 


The Cuatrrman. We thank you, Mr. Gottlieb, for bringing us the 
benefit of your thinking. We appreciate very much your coming 
before us. 

Our next and final witness is Mr. Peel. 

Although we have known you for a number of years as a former 


member of the staff of the joint committee, for the purpose of this 
record will you identify yourself. 


STATEMENT OF FRED W. PEEL, ATTORNEY, WASHINGTON, D.C. 


Mr. Peet. Thank you, Mr. Chairman, members of the committee, 
my name is Fred W. Peel. I am a member of the law firm of Alvord 
& Alvord, of Washington, D.C. 

Before commencing with my statement I would like permission-to 
insert in the record the statement which Mr. Alvord prepared on be- 
half of the U.S. Council of the International Chamber of Commerce. 

The CHatrrman. Without objection that statement will appear in 
the record at the point where Mr, Alvord was listed on the calendar. 

Mr. Peet. Mr. Alvord also planned to offer for the record a memo- 
randum which he prepared as a consultant to the International De- 
velopment Advisory Board, which deals with the suggestion of a 
program of investment treaties which I think is particularly pertinent 
at this time because of the Treasury’s suggestion in connection with 
tax sparing, that it might be accomplished by executive agreement au- 
thorized by statute. This prompted Mr. Alvord to plan to offer this 
memorandum for the record. 

The Carman. Without objection, that material will be included 
following his statement. 

Mr. Perr. I do not have a prepared statement but I wish to cover 
some of the questions or loose ends, so to speak, which may have arisen 
in the course of the hearings in connection with H.R. 5. 
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The first point I would like to mention is the testimony of the wit. 
ness who just preceded me, Mr. Gottlieb, who stated that he felt tha 
H.R. 5 would be no help to small business or to individuals. 

I would point out that an individual investing directly in a Mexican 
corporation, which was the example cited, would become eligible for 
the same deferral treatment as a corporation investing in the stock 
of a Mexican corporation or a tax haven corporation. 

Also, an individual could be a stockholder in a foreign business 
corporation of the type which would be authorized by section 2 of 
the bill or an individual could be a stockholder in a world trade 
corporation of the type which would be eligible for the 14 percentage 
point tax differential under section 4. 

Also, the tax-sparing provision of section 6 of the bill could be 
equally applicable to individuals as to corporations. 

_ Mr. Mason. May I interrupt to say that this clears up without doubt 
in my mind that the other man understood the bill. 

Mr. Prev. Also, the proposed alternative overall limitation on the 
tax-credit provision of the bill would be available to individuals as 
well as to corporations. 

The question has been raised here in the course of the testimony as to 
what the pespors of section 2 providing for foreign business corpora- 
tions is, if the same results can be accomplished by incorporating 
abroad. I would like to list some of the situations, not necessarily 
a comprehensive list, in which a foreign business corporation can be 
effective and in which foreign incorporation is not effective. 

First, it can be effective for small businesses which cannot afford 
to set up or staff foreign corporations. 

Second, it can be effective for corporations which are eligible now 
for the 38 percent Western Hemisphere trade corporation tax rate. 

Third, it can be effective for corporations which utilize the provi- 
sions of the U.S. tax treaties and U.S. treaties of friendship, com- 
merce, and navigation. Such corporations, by incorporating abroad, 
would forfeit the right to claim the benefits of those treaties in dealing 
with foreign countries. 

Fourth, corporations doing business with countries which impose 
quotas on a per country basis often wish to qualify under the quota 
allotted to the United States. These quotas may be import quotas, 
foreign exchange quotas, or quotas under a number of different situa- 
tions. There, again, a corporation incorporating subsidiaries abroad 
would forfeit the benefit of coming under the quota set up for the 
United States by the foreign country. 

Corporations covered under U.S. investment guarantee insurance 
cannot retain that coverage if they incorporate abroad. 

Corporations which want the direct protection of the U.S. flag are 
not able to incorporate abroad. 

Corporations which are not willing to place their patents, copyright, 
and other similar intangible properties in foreign corporations would 
benefit from the foreign business corporation. 

Finally, corporations which need to reorganize their foreign invest- 
ment organizations through intermediate ownership of foreign or do- 
mestic subsidiaries in foreign business directly ‘see the foreign busi- 
ness corporation as the intermediate holding company, I would say 
unless section 367 is liberalized. 
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I would like to mention the definition or underdeveloped areas in 
which foreign business corporations would be eligible to operate as 
conceived by the witnesses for the Treasury and the Department of 
State. Their definition failed to clarify the treatment of colonial 
areas in Africa, Southeast Asia, and so forth. 

Also, they did not answer the question of what happens to a for- 
eign business corporation which has invested in several eligible under- 
developed countries if, later on, one of these countries is deleted from 
the underdeveloped country list which they propose that the Treasury 
keep. : 

Now, there are several additional reasons that I think the commit- 
tee should consider as to why foreign business corporations should 
not be limited to underdeveloped countries. In the first place, that 
would result in the inefficiency of duplicate organizations—one for 
investment in underdeveloped countries and another separate organi- 
yation for business in developed countries which are not eligible. 

Second, no such limitation is imposed on those corporations who 
are able to utilize the foreign incorporation route. Third, this limita- 
tion would foreclose the opportunity for the Government to obtain 
reinvestment of earnings from developed areas at a minimum cost 
in terms of temporary deferment of tax revenue since all that would 
be deferred in the case of income earned in the developed countries is 
the excess of our tax rate over the tax rate in the developed country 
which isnormally nearly as high, if not as high, as our tax rate, so that 
the cost in terms of temporary deferral of revenue in proportion to 
the reinvestment which the Government would obtain from the busi- 
nessman is much less in the case of the income earned in the developed 
areas of the world than it is in most of the underdeveloped areas, 
where tax rates tend to be lower. 

I would like, also, to speak on the importance of making royalty 
income eligible for deferral and for the 14 point tax differential, as 
H.R. 5 does. 

In the first place, U.S. technical aid and education which are vital 
to U.S. developed areas are paid for by royalties. In the second place, 
deferral of royalty income is consistent with the treatment available 
to foreign corporations. 

Third, failure to include royalty income would add another un- 
necessary, complicating tax factor where the taxpayer receives both 
royalty income and other receipts from foreign countries and may 
vary their relative proportion. 

_ Finally, and most important, royalties are a vital source of earn- 
ings which would be available for reinvestment if they are made 
eligible. 

Now, one final point: Mr. Strackbein’s prepared statement makes 
the point that foreign countries might increase their taxes if we 
reduced or deferred our taxes on foreign income, Now, this argu- 
ment betrays a misunderstanding of the operation of our foreign tax 
credit. H.R. 5 applies only to foreign source income with respect to 
which the United States allows credit for foreign taxes up to the 
amount of our own income taxes. Deferral or reduction of our taxes 
would put pressure on the foreign countries to reduce and not to in- 
crease their taxes. 

That completes my statement. 
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The Cuarrman. Mr. Peel, we thank you, sir, for your statement jn 
regard to H.R. 5. We appreciate very much having you here. 

Mr. Baxer. How would this bill work with respect to foreign oil 
production? For instance, a company in California, as I remember, 
produced half of the oil abroad. Would it apply to that? 

Mr, Pret. It would apply to foreign oil production through a 
domestic subsidiary if that domestic subsidiary qualified as having 90 
percent of its—— 

Mr. Baxer. Do they pay taxes on their earnings abroad ? 

Mr. Pret. I beg your pardon ? 

Mr. Baxer. Do they pay tax under existing law on what they earn 
abroad? That petroleum has a market value when they take it out of 
the ground. 

Mr. Peet. If it is extracted by an American company then, I pre- 
sume, they pay tax. 

Mr, Baker. Suppose they went abroad under this bill, took ad- 
vantage of section 2, also section 4, put refineries in Saudi Arabia and 
whatnot, there is nothing in the law to keep it from applying to them. 

Mr. Peet. It would apply, that is correct. 

Now, as to how much application dollarwise it would have, there 
is a serious question on that because many of these countries where 
foreign oil is produced levy taxes 

Mr. Boces. On most of the oil produced in Venezuela so far as I 
know, their tax rates are as high as our own. In Venezuela it is 50 
percent, so they have already paid 50 percent when it comes back. 

The Cuarrman. Are there any further questions? 

If not, that concludes the calendar for today on the hearing on this 
subject. Without objection the record will remain open for addi- 
tional statements and data to be submitted until the close of business 
July 13. 

Without objection, the committee will adjourn until 10 o’clock in 
the morning when public hearings on H.R. 7913 will begin. 

(The following statements and letters were received by the com- 
mittee :) 


STaTeMENT By CHAD F. CALHOUN, VICE PRESIDENT, KaAIseR INDUSTRIES CORP. 


Mr. Chairman, my name is Chad F. Calhoun, of Washington, D.C. I am vice 
president of Kaiser Industries Corp. and its affiliated companies, including 
Henry J. Kaiser Co., Willys Motors, Inc., Kaiser Aluminum & Chemical Corp, 
and Kaiser Steel Corp. 

The Kaiser companies welcome this opportunity to express our views Ccon- 
cerning the subject matter of H.R. 5. We are particularly pleased to discuss 
this legislation because the Kaiser companies, like numerous other American 
private business enterprises, have a vital stake in the future of the free world. 

Today we are investing our capital, technical skills, and know-how on every 
continent. We are working with local private businessmen in several countries 
of South America, in Africa, and in the Middle East; and we have projects 
underway in India and Australia. 

Because of our international experiences in the past few years, we have 
become aware of not only the risk in foreign investments, but in the restrictions 
of our own.tax laws. We would like to increase the scope of our foreign 
activities, but we have found ourselves unable to take advantage of many 
attractive investment and business opportunities abroad because of the restric 
tive effects of present U.S. tax laws. We believe that many other American 
firms have had these same experiences. ’ 

In January of this year, prior to the introduction of H.R. 5, we were per 
ileged to submit to this committee a statement concerning the objectives an 
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licy areas covered by the then pending legislation. H.R. 5 implements con- 
eretely many of the thoughts we supported in the January statement. 

We warmly endorse the principles of H.R. 5. We feel this bill carries out 
in a practical way the fundamental objectives of U.S. national policy with 
respect to the economic development of the free world. Basically, we under- 
stand these objectives to be: 

1. To encourage the mobilization of U.S. private enterprise capital to 
meet the challenge presented to the United States, as the leader of the 
free world, by the rising requirements for capital, equipment, technical 
skills, and industrial know-how in the newly developing nations; 

9. To stimulate the exchange of American industrial know-how and technical 
skills and to channel the international movement of assets and goods so that 
private enterprise may bring its competence to bear in the area of proper 
expansion of the free world’s economy ; and 

8, To complement the governmental effort in this field by adding thereto the 
unique advantages which the private business development effort can and should 
offer in meeting the needs of the “revolution of rising expectations.” 

We believe in and support these objectives. We are firmly convinced that 
the resources of private business enterprise can and must increasingly be applied 
in assisting the orderly economic growth of other nations. The advantages 
which U.S. private business investment abroad offers in furtherance of our 
national policy objectives are thoroughly set forth in the report of Ralph I. 
Strauss, special consultant to the Under Secretary of State for Economic Affairs, 
entitled “Expanding Private Investment for Free World Economic Growth.” 

We do not intend here to restate these advantages, but we would emphasize 
one point: The hallmark of our experience as a Nation has been that we have 
relied primarily on private enterprise and individual initiative to achieve our 
economic growth; at the same time, we have preserved and enhanced the funda- 
mental dignity of the human being. The experience that American business has 
gathered in this process assuredly has its place as part of our national policy 
in the struggle for the free world. 

Permit me to cite a few brief examples of the ways private investment can 
assist in free world economic growth from the experience with which I am most 
familiar, that of the Kaiser companies. Many other private U.S. business 
enterprises have similar experiences to offer. I have chosen India because it 
isa key country in the battle. 

Willys Motors is in partnership with almost 10,000 private investors in India 
in developing a native automotive industry. Willys has contributed capital, 
equipment, know-how and technical skills. Yet, this is an Indian company, 
organized and primarily owned by Indian investors, with Willys participating 
as a minority stockholder. This company, Mahindra and Mahindra Ltd., is 
today producing in India “Jeeps” and other automotive equipment particularly 
adapted to the needs of the country. 

Similarly, Kaiser Aluminum & Chemical Corp. has just agreed last month to 
invest substantially in the establishment of an indigenous Indian integrated pri- 
mary aluminum industry. India has bauxite, electric power, and other in- 
gredients necessary to produce primary aluminum. Yet, India has not been 
able to satisfy its expanding requirements for this metal from its own sources 
of supply nor has it been able to import its total requirements because of a 
foreign exchange shortage. Kaiser Aluminum is investing capital, know-how 
and technical services in an Indian privately owned company, Hindustan 
Aluminium Corp. Ltd., and will receive a minority stock interest in return. 
Kaiser engineers will handle the design and construction supervision. The 
majority interest and the active management of this enterprise will be provided 
by citizens of India. This project is now before the Indian Government for 
approval. 

We have also participated as engineers and constructors in the expansion of 
the privately owned Indian steel industry and have made commitments to invest 
in the Industrial Credit & Investment Corp. of India and in a new cement 
company to be organized in the state of Mysore in southern India. A portion 
of these new investments will be made out of earnings on our earlier invest- 
ments in India. 

Our experience in India illustrates one way through which private U.S. 
enterprise may assist the peoples of many countries in establishing a firm 
foundation for economic growth, utilizing the basic economic systems which 
distinguish the Western World. We strongly believe free world economic growth 
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particularly in the newly developing countries is essential in combating the 
spread of Soviet imperialism in these areas. We urge that private enterprise 
be encouraged to increase its part in this struggle. 

We wish to be perfectly frank, however, concerning some factors which stand 
as barriers to American private enterprise assuming its proper share in the 
achievement of our national objectives. U.S. private business must of its 
nature recognize the importance of the profit motive. This is the keystone 
in our economic system. Private capital, know-how and technical skills cannot 
long exist unless they are invested on this basis. The principle applies with 
equal force to private investment in the United States and to private inyest- 
ment in the newly developing countries of the free world. 

Like many other U.S. industrial firms, our experience has been that the 
ability to invest American capital, techniques, skills, and know-how in other 
countries is seriously restricted by certain U.S. tax requirements. As illustrated 
by some of our investments in India, U.S. business frequently receives stock 
or securities in return for investing in the foreign business equipment, know-how, 
and technical services. The paper profit on this stock must be included in 
U.S. taxable income and a cash tax paid thereon even though no cash return 
has been received from the investment. It can readily be seen that the pay- 
ment of taxes on paper profits under these circumstances, before there is any 
eash or actual gain realized, not only discourages U.S. private investment in 
foreign countries, but can actually encourage the liquidation of such investments 
as have been made in order to pay the tax. 

We also have found that when earnings do commence from foreign invest- 
ments, we frequently would wish to reinvest them in other productive activities 
in the same or a different foreign country. This process of reinvestment of 
foreign earnings is an important source of capital to the economies of the newly 
developing countries. Yet, if such earnings are reinvested, an American income 
tax thereon must be paid, even though the earnings are not brought back to 
the United States. Because of this deterrent, the ability to invest foreign earn- 
ings under these circumstances is seriously curtailed and an important source of 
capital to the newly developing countries is denied. 

H.R. 5 recognizes the need to encourage U.S. private investment and rein- 
vestment in foreign countries in furtherance of our national policies. H.R. 5 
also proposes some concrete steps to achieve these ends. Thus, the proposed 
legislation in section 2 authorizes the creation of a special category of U.S. 
corporations known as foreign business corporations. Such corporations under 
the bill would be permitted to defer the payment of U.S. taxes on income earned 
outside of the United States until such income is actually realized and 
distributed. 

We have stated our belief that the principle of tax deferral on paper profits 
of foreign business corporations until such income has been realized and dis- 
tributed is sound. If this principle is adopted it will be of real euncouragement 
to private U.S. business in their efforts to have private enterprise play a con- 
tuing and expanding role in the economic growth of the newly developing 
countries of the free world. Such results can only rebound to the advantage 
of this country. . 
Based upon the experience of the Kaiser companies, we believe that foreign 
business corporations, as that term is defined in the legislation, should be 
permitted to include in gross income some percentage of the income that the 
foreign business corporation has derived from exports. This type of income in 
our experience is closely allied to investment income and the relationship of the 
two types in a single investment program for a given country is very close. 
For example, a U.S. firm might invest in a new foreign plant and export com- 
ponent parts to the foreign plant for assembly, together with locally made parts, 
into the final product. If the Congress does not wish to defer tax on export 
income, except when the exports are related to an investment program, this 
problem might well be handled by limiting the percentage of income from export 
that could be included in gross income by a foreign business corporation. 

We also suggest that a U.S. domestic corporation be permitted to deduct losses 
realized from its investments in a foreign business corporation. This is in accord 
with sound tax practice and is consistent with the objectives of the proposed 
legislation. 

We also urge the adoption in this legislation of the recommendation of the 
Straus report that where property is invested in a business enterprise in one of 
the less-developed countries or technical services are rendered in exchange for 
the stock or securities of companies in such countries, the U.S. tax be deferred 
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iting the yntil the paper profits are realized and the stock or securities sold. We have 
nterprise inted out from our experience in assisting in the establishment of an aluminum 
and automotive industry in India the important part that the investment of 
ch stand American skills, know-how and technical services plays in getting such enter- : 
e in the prises underway. We could multiply such examples from our experience in . 
t of its south America, Africa, and Asia. We are firmly convinced that the investment : 
keystone of the genius of American private enterprise in the less-developed countries of oe 
8 cannot the free world is a most effective way to encourage their economic growth and oe 
ies with thus to win the worldwide struggle in which we are engaged. The Straus report 
> invest- has put its finger clearly on an area of great promise. We urge the committee 
adopt this recommendation. 
that the Lastly, we suggest a technical amendment to clarify section 6 of H.R. 5, the 
in other section that permits the crediting of such foreign taxes as have been waived by 
ustrated foreign countries against the U.S. Federal income tax. There is ample precedent 
es stock and substantial support for the principle of section 6 and we support it whole- 
ow-how, heartedly. But its present language could be construed to apply only to those 
uded in situations where the tax in question is entirely waived by the foreign country. 
1 return Our experience has been that tax concession rather than complete waiver is the 
the pay- more usual situation. The language of the section should make it clear that tax 
2 is any concessions would qualify. , 
ment in Also, it is not clear to us whether the language of section 6 is to be applied : 
‘stments only to Waivers or concessions granted after the enactment of the bill or whether : 
it will also apply to existing waivers or concessions. We believe it equitable 3 
- invest- that the section apply to waivers and concessions granted by foreign countries ? 
ctivities prior to the enactment of the legislation, provided the actual credit shall be aa 
ment of allowed only with respect to taxable years after December 31, 1959. - 
e newly The enactment of H.R. 5 is a key step in furtherance of our own national — 
income policies. The multitudes on every continent who have not attained an economic 5 
back to standard that provides something more than the bare necessities to maintain 2 
mn earn- life are determined to attain economic growth. Inevitably, they will turn to the = 
yurce of political and economic system that appears best able to provide the means. 2 
In determining the direction of their choice, American private enterprise 2 
1d rein- has done much. With a little encouragement it can do much more. H.R. 5 
H.R. 5 will provide this encouragement. We strongly urge its favorable consideration. bs 
roposed 
of U.S. 
STATEMENT BY M. MITCHELL Vice PRESIDENT, WHIRLPOOL CorP. 
ed and I 
- profits Last December I had the privilege of appearing before this committee’s Sub- : 
nd dis- committee on Foreign Trade Policy. I urged for the subcommittee’s considera- * ; 
gement tion the establishment of a special category of domestic corporations to be - x 
a con- known as world trade corporations whose overseas earnings would become * 
eloping subject to the Federal income tax only upon distribution to the U.S. stockholder. is 
vantage In my testimony I stated that: a 
“The committee will recognize that this concept is not novel. In fact, it is 
foreign merely an effort to repatriate to the United States those American corporations 
yuld be who are now resident in Panama, Canada, the Bahamas, Venezuela, the Nether- 
hat the lands, Switzerland, Belgium, Liechtenstein, and numerous other so-called for- 
“ome in eign profit sanctuaries. 
» of the “The committee is also aware that the reason for the expatritaion of invest- 
y close. ment capital through U.S. ownership of foreign holding companies is to enable 
rt com- American corporations to accumulate foreign earnings for the expansion of for- 
2 parts, eign operations without any liability for U.S. income tax. Foreign corporations 
export are exempt from tax on their foreign earnings, by law. 
m, this “In effect, therefore, all that I have been saying to you is: Under present 
export law, a U.S. corporation can achieve the desired deferral of U.S. tax on income 
from foreign operations by organizing a foreign subsidiary. This involves a 
t losses considerable number of business headaches, apart from taxes. Instead of con- 
accord tinuing this practice, let’s recognize the facts of life by practical legislation which 
‘oposed could furnish the same incentives and advantages for American corporations 
who have been heretofore deterred by the complexities and expense of organizing 
of the and operating a foreign subsidiary.” * 
one of 
nge for 1“Private Foreign Investment,” hearings before the Subcommittee on Foreign Trade 
ferred Policy of the Committee on Ways and Means, House of Representatives, 85th Cong., 


2d sess. (1958), 78. 
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The tax deferral concept (which was also supported by numerous other 
witnesses before the subcommittee) was embodied in section 2 of H.R. 5, a pill 
entitled “Foreign Investment Incentive Tax Act of 1959,” and introduced on 
January 7, 1959, by the Honorable Hale Boggs. 

The foreign business corporation, as the tax deferral corporation was desig- 
nated in section 2 of H.R. 5, was described by its legislative sponsor as the 
cornerstone of his bill. 

Rarely has a tax measure received such widespread support as has E.R. 5, 
particularly the provision of the bill which would allow the creation of a foreign 
business corporation. 

H.R. 5 has been endorsed by the leading business, trade and farm organiza- 
tions in the United States— 

The U.S. Chamber of Commerce. 

The National Association of Manufacturers. 

U.S. Council of the International Chamber of Commerce. 
National Foreign Trade Council. 

The New York Board of Trade. 

The Detroit Board of Trade. 

The Chicago Association of Commerce and Industry. 
The Philadelphia Chamber of Commerce. 
American Farm Bureau Federation. 

Machinery and Allied Products Institute. 
Manufacturing Chemists Association. 

U.S. Inter-American Council. 

Illinois Manufacturers Association. 
Pharmaceutical Manufacturers Association. 

New York Export Managers Club. 

New England Export Club. 

The World Trade Center in New England. 

The Free Enterprise Association. 

Milwaukee Association of Commerce. 

Milwaukee World Trade Club. 

Two dozen or more individual industry trade associations support the bill. 

A private, confidential questionnaire mailed on May 26, 1959, to some 4,500 
U.S. companies engaged in foreign trade to obtain information relative to H.R. 
5 elicited returns from over 1,100 firms, or more than one-fourth of the number 
addressed.” One of the highlights of this survey was the overwhelmingly favor- 
able attitude of the respondents to H.R.5. About 900 firms indicated that the 
proposed legislation would prove stimulating in some way to their business activ- 
ity abroad. The provisions of the proposed legislation which was cited most 
often for the stimplating effect it would have on oversea business activity was 
the deferral of U.S. tax through the foreign business corporation. In a separate 
postcard to Congressman Boggs indicating support or opposition to the bill, 995 
firms were favorable and 286 of these stated their willingness to testify in sup- 
port of the legislation. The list of companies whose names were introduced into 
the committee’s record was willing to give testimony in support of H.R.5 is a 
veritable “who’s who” of American industry, encompassing as it does firms of all 
sizes and representative of all segments of American industry. 

The stature of the companies and of their officers who actually appeared at the 
hearings in support of the bill was in and of itself eloquent testimony of the wide 
support enjoyed by H.R. 5 throughout the business community. 

It is notable that only one witness requested to be heard in opposition to the 
proposed legislation. 

It is an extraordinary fact—perhaps it is best to describe it as a historic 
fact—that never before has virtually the entire business community been so 
completely united behind any comparable legislation as now prevails in the case 
of H.R. 5. 

In addition, two important studies on the subject of expanding private invest- 
ment overseas—one, the Straus report, prepared pursuant to a congressional 
mandate,* the other, the Boeschenstein report,‘ prepared at the request of the 


z reg eegmeny of Mr. Ralph E. Burgess, economist for the American Cyanamid Co., 
uly 8, 1959. 
3°A special report prepared at the request of the Department of State and under the 
authority contained in sec. 413(c) of the Mutual Security Act of 1934, as amended. The 
report was prepared under the direction of Ralph I. Straus. 

«“Report of the Committee on World Economic Practices,” Jan, 22, 1959. 
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president—in general support the principles embodied in H.R. 5. Both reports 
give emphatic support to the concept of tax deferral through the instrumentality 
of the foreign business corporation. 

In a major address on U.S. foreign policy and “The Rule of Law,” Vice Presi- 
dent Nixon endorsed tax deferral as a significent device for increasing private 
oversea investment.® 

Arrayed against this impressive background of responsible support for the 
Boggs bill is the Treasury Department. The review below highlights the basic 
ambivalence which characterizes the Treasury’s position. 


Il. HOW VALID IS THE TREASURY’S POSITION? 


1. The so-called revenue losses 

The Treasury’s position vic-a-vis the Boggs bill in substance reduces itself to 
this: The Treasury would be willing to give unqualified support to H.R. 5° and 
to the tax deferral features of the proposed legislation if it were not for the 
heavy revenue losses. These losses are estimated at $300 million to $500 million, 
of which sums $200 million to $400 million result from the extension of tax 
deferral to export income. Since under the Treasury estimates the bulk of the 
so-called loss results from the inclusion of export income under the tax deferral 
umbrella, the validity of the export income figures is crucial to the Treasury’s 
case. Indeed, if the Treasury’s estimates cannot be supported, it follows that 
the Treasury’s opposition collapses—or some other ground for opposing the 
legislation will have to be found. 

Hence, the first question which needs an answer is: How did the Treasury 
derive its estimates? This question was, in fact, asked of the Treasury’s spokes- 
man at the public hearings by Congressman Boggs. The answer of the Treasury 
spokesman boils down to about this: The estimates on the revenue loss from 
extension of tax deferral to export income (which covers the bulk of the so-called 
loss: $200 million to $400 million) were speculative. The Treasury’s witness 
stated with commendable candor that the estimates on exports did not purport 
to be more than speculative. Moreover, the witness conceded that the estimates 
were based on many assumptions to which the Treasury was forced to resort 
because of the absence of complete data on exports. 

There are two other things wrong with the Treasury’s estimates. For one 
thing, corporate income tax returns (to which the Treasury, of course, has 
access) “do not provide adequate information concerning the corporations which 
night qualify under section 2 of the bill as foreign business corporations.” * 

For another, the corporate tax returns do not disclose the taxpayer’s present 
practices or future intentions with respect to deferral of income. ‘Without 
knowing present practices or future intentions of interested firms, an intelligent 
approach to this problem is precluded.” * 

(a) The Burgess estimates based on a sampling of over 1,100 business firms.— 
Mr. Ralph BE. Burgess, economist for the American Cyanamid Co. (and a former 
revenue estimator on the staff of the Treasury Department and the Joint Com- 
mittee for Internal Revenue Taxation) reported to the committee the results of 
a confidential, private questionnaire sent on May 26 to approximately 4,500 
firms engaged in foreign trade. Over 1,100 firms, or more than one-fourth of the 
number addressed, responded. This sampling is unique in that it is the only 
one of its kind ever directed toward furnishing a realistic and factual foundation 
for estimates on the revenue effect of tax deferral. 

The sample described by Mr. Burgess represented almost $114 billion of 1958 
sales—slightly more than one-third of total manufacturing sales in the United 
States during 1958—and $6 billion of exports for the same period, or approxi- 
mately one-third of the total 1958 U.S. exports. Mr. Burgess further informed 
the committee that small, medium, and large companies were adequately repre- 
sented in the sample. 

In reporting on the revenue effect, Mr. Burgess advised that over one-half 
the firms responding presently utilize a foreign base corporation to handle either 


N Sey RPh a President Nixon before the Academy of Political Science at New York, 
*The Treasury is opposed to the extension of the 14-point tax reduction presently 
applicable to Western Hemisphere Trade Corporations. 
See letter dated July 2, 1959, by Colin Stam, Esq., Chief of Staff of the Joint Committee 
on Internal Revenue Taxation, to Hon. Hale Boggs. 
1055°¢ <a of Ralph E. Burgess, economist for the American Cyanamid Co., July 8, 
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all or part of their exports. More than four-fifths of all firms in the sample, 
Mr. Burgess noted, handle their export sales either in whole or in part directly. 
that is to say, without using a foreign subsidiary. Mr. Burgess assumed that 
such firms would be potentially eligible to utilize a foreign business corporation 
under H.R. 5. In fact, 485 firms replied to a specific question that they would 
conduct their export business through a foreign business corporation should the 
proposed legislation be enacted. These firms estimated that their total tax 
deferred, based on 1958 experience, would be $57.5 million. Since the survey 
encompassed 31.4 percent of the total dollar volume of 1958 U.S. exports, the 
sample was expanded to include a national total. On this basis, Mr. Burgess 
testified, “the total tax deferred by all U.S. exporting firms utilizing this 
legislation would be on the order of $183.1 million.” 

This upper figure is, as Mr. Burgess pointed out, a theoretical figure which 
will not be attainable since all firms may not wish to utilize the provisions of 
H.R. 5 for the transaction of all of their oversea business, including exports. 
Moreover, as Mr. Burgess states: ° 

“The intentions of the firms which presently handle all exports directly require 
further consideration. When queried on this point, about seven-eighths of the 
firms presently handling all exports directly and nearly three-fourths of those 
companies intending to establish a ‘foreign business corporation’ under H.R. 5 
specified that if the bill is not passed, they would nevertheless establish a foreign 
corporation to conduct such business in the future * * *. One can anticipate 
that the tax payments of these corporations will in any event be deferred. This 
expected revenue effect coupled with the deferment of additional tax, as other 
direct exports are initially channeled through presently existing foreign corpora- 
tions, would act as a significant offset to the deferral loss indicated earlier. 
Thus, the $183.1 million potential is truly a maximum that is unlikely to be 
approached, This, the most important disclosure of the survey, in my opinion, 
justifies discard of the Treasury's unsupported, exaggerated revenue estimate.” 
[Italic added.] 

In what was perhaps the understatement of the day, the reaction to Mr. 
Burgess’ testimony, was nevertheless, succinctly stated by Congressman Noah 
Mason, Republican, of Illinois, when he commented: “I am inclined to agree 
with you that the Treasury's estimates are exaggerated * * *.” 

(b) Estimate of Joint Committee on Internal Revenue Taxation—The basic 
weakness in the Treasury's estimates was disclosed by Mr. Colin Stam, Chief of 
Staff of the Joint Committee on Internal Revenue Taxation, when, in a letter 
dated July 2, 1959, to Congressman Boggs, he said : ” 

“The tabulations of data from corporate income tax returns do not provide 
adequate information concerning the corporations which might qualify under 
section 2 of the bill as foreign business corporations.” 

Mr. Stam’s letter to Mr. Boggs indicated that, using the same sources of data 
as did the Treasury, his estimate of the annual revenue loss which would result 
from the provision in section 2 for deferring tax on the income of a foreign busi- 
ness corporation would be $75 million for all industries excluding export trade. 

“Our estimate of loss for export trade is $75 to $150 million, so the total for 
this provision would be $150 to $225 million.” 

Mr. Stam observes that his estimates are based on the assumption that one 
half of the taxable income of the foreign business corporation will be retained 
abroad. 

(c) Prof. Ezra Solomon's estimates——Ezra Solomon, professor of finance at 
the University of Chicago, who appeared before the committee on July 9, esti- 
mated that if tax deferral is confined to income from foreign investment alone, 
the maximum loss would be about $165 million a year. It is to be noted that 
this figure assumes that foreign business corporations will retain 100 percent of 
their earnings. Based on the current pattern of about 40-percent retention, the 
revenue loss, Professor Solomon testified, will be about $65 million a year. 

If tax deferral is extended to cover income derived from exports as well as 
from investment, Dr. Solomon places the maximum loss—assuming 40 percent 
of net earnings will be retained—at about $190 million.” ; 

In the preceding discussion the concept of revenue “loss” has been used im- 
precisely—just as it has been similarly used by the Treasury Department. 


®Tbid. at pp. 10-11. 

10 Letter from Colin F. Stam, Esq., Chief of Staff. Joint Committee on Internal Revenue 
Taxation, to Hon. Hale Boggs, House of Representatives, July 2, 1959. 

11 Professor Solomon’s estimates are explained in two exhibits appended to his state- 
ment, see pp. 8-9. 
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Over the short run there is a loss, but only in the sense that the Treasury fore- 
goes immediate tax revenue; and, moreover, the so-called loss applies only to 
the revenue effect of the first year of the (proposed) law’s operation. Over the 
long run there is no loss because foreign income must eventually be distributed 
to the U.S. stockholders. At this juncture, the full 52-percent tax rate applies. 


Recapitulation of estimates of revenue loss if tax deferral covers export income 
{In millions of dollars} 


High 


From the foregoing table it will be seen that, although three different tech- 
niques were employed, the three independent estimates support each other ; and in 
no instance do they yield an estimate as high as 50 percent of the Treasury's 
(maximum) figure. 

What happens to the Treasury’s case when the estimates on which it has pred- 
icated its opposition to H.R. 5 are found to be invalid? 

Since the Treasury figures of revenue loss have been shown to be exaggerated 
and unsupported, it is respectfully submitted that the committee would be justi- 
fied in disregarding them * * * along with the Treasury’s reservations regarding 
H.R. 5. 


2. The Treasury’s limitation on the geographical coverage of the foreign busines 
corporation 

Although there is no sound basis for the Treasury’s proposed geographical 
limitation on the operations of the foreign business corporation, it is, neverthe- 
less, useful to examine whether even these proposed limitations contain any 
substantive merit. 

The business community is entirely sympathetic with the national objective 
of promoting private investment in the less developed nations of the free world. 
The business community merely asks whether the Treasury’s proposed method 
will enable American business to do the job. 

Will limiting tax deferral to income derived from the underdeveloped coun- 
tries spur private investment in these lands? Such a notion has superficial 
appeal. When subjected to analysis, the scheme breaks down. Why should 
companies now utilizing a foreign base corporation with worldwide application 
of tax deferral be willing to trade this privilege for a foreign business corpora- 
tion with the geographical and other limitations on tax deferral proposed by 
the Treasury? To ask the question is to answer it. 

There are other difficulties inherent in the Treasury’s plan. Pressed to give a 
definition of the underdeveloped countries, Secretary Dillon listed these regions: 

Latin America. 

Africa (other than the Union of South Africa). 

Free Asia (other than New Zealand, Australia and Japan). 

Europe (with the possible exception of Greece, Spain and Portugal). 

Secretary Dillon further indicated that the list of countries classified as 
“underdeveloped” would be kept by the Secretary of the Treasury, with the con- 
currence of the Secretary of State. 

Putting aside the lack of administrative and diplomatic feasibility (which 
the Department of State has apparently been forced to overlook in the interest 
of “going along”) the attempt to achieve a geographical sectoring of the flow 
of investment capital flies in the face of economic reality and business efficiency. 
While all of Latin America is included in the definition of underdeveloped, it 
can scarcely be said that the state of development of the economies of Brazil, 
Argentina, and Mexico is comparable with, say, Burma, Ceylon, and Vietnam. 
Yet all are included in the same definition. Brazil, Arengtina, and Mexico 
are developing economies where there already exists a sufficiently advanced 
technology to sustain the beginnings of local consumer goods industries for 
the manufacture of, for example, refrigerators, washing machines, radio and 
TV sets. By comparison, Burma, Ceylon, and Vietnam are as yet primitive or 
subsistence agricultural economies. Italy is excluded from the Secretary’s 
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definition of “underdeveloped.” Yet, southern Italy is a primitive, subsistence 
economy—even more underdeveloped than either Spain, Greece, or Portugal, 
which are included. The Italian Government is actively seeking private jp. 
vestment for this long-neglected region. Yet, under the proposed definition it 
would be ineligible. 

Incidentally, what happens after an investment has been made in one of 
the classified underdeveloped countries and 5 years later, just as the enter. 
prise is about ready to pay out its first dividends, the country is removed from 
the classified list of underdeveloped countries? 

It is universally recognized that the level of private U.S. investment in the 
underdeveloped countries is pitifully small. It is confined largely to extractive 
activities—petroleum and mining. As Chairman Mills himself observed dur. 
ing the hearings, the Treasury proposal will do little, if anything, to stimulate 
other industries to invest in these areas. 

Fundamentally, any limitation of deferral to the poor lands is a mirage, 
To be effective, tax deferral must generate income for reinvestment. If there 
is little investment to begin with, then, there is little resulting income; and 
the privilege of deferring the tax on such slender income is hardly worth the 
candle. 

While the objective of promoting investment in the less developed countries 
may be sound, the technique which the Treasury proposes cannot even begin 
to make a significant contribution to this end. ; 

The fundamental difficulty with the Treasury’s geographical limitation is that 
the underdeveloped lands have not held any attraction for U.S. manufacturing 
investment capital because most of their economies are not economically viable. 
These nations fall into two categories: 

(a) The countries born out of chaos: South Korea, Taiwan, Pakistan, 
South Vietnam. 

(b) Former parts of the British and French Empires or their spheres | 
of influence: Laos, Cambodia, Jordan, Libya, Morocco, Tunisia, Greece, and 
Turkey. 

None of these countries is capable of existing without subsidies. Most, if 
not all, of these countries are the recipient of U.S. foreign aid or defense sup- 
port (a euphemism for economic subsidy. ) 

Indeed, the Honorable Leonard J. Saccio, Deputy Director of the International | 
Cooperation Administration, in an appearance before the Foreign Operations 
Subcommittee on the House Appropriations Committee, freely conceded that 
seven countries in the Far East require “economic assistance in the form of 
defense support” in order to exist.” He listed these countries as: Cambodia, 
Taiwan, Korea, Laos, the Philippines, Thailand, and South Vietnam. The 
point to be noted here is that subsidizing these nations has little or nothing 
to do with “economic development” or “improving the standard of living.” 
These subsidies are necessary in order to put food into the stomachs of their | 
people, and to keep these countries from reverting to chaos. 

Although these nations have great strategic importance to the free world, 
they are the high risk areas in which American companies cannot possibly afford 
to risk their stockholders’ money. 

This is not to suggest that there are no possibilities for private investment 
in these areas. They do exist but on a selective rather than a diversified 
basis—for pharmaceuticals, sewing machines, bicycles, and other light industry, 
if not for the industries that represent advanced technology and require large 
capital investment. 

We do suggest that the flow of outside capital needed to support the rate 
of economic growth sufficient to make these economies viable cannot be satis- | 
fied by private investment alone at this stage of their development. If private 
capital moves into these areas, it will, as suggested above, do so on a selective | 
basis, probing each area for profitable advantage. 

Plainly, the sources of such investment capital can only be found in the | 
developed areas of the world. Under the Treasury’s scheme, however, capital 
from the.developed areas cannot flow through a foreign business corporation } 
into the less developed areas. 4 

The unfortunate implication of the Treasury’s proposal is that it seeks to | 
compel private U.S. industry to operate abroad in a geographically circu | 


12See the New York Times, June 1, 1959, at 14; Cf. also, Statement by Hon. L. J.J 
Saccio, Deputy Director, ICA, before the Foreign Operations Subcommittee of the House | 
Appropriations Committee on Defense Support in the Far East (June 1959) at 1. 
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scribed area. Mr. Ralph Straus puts it well when he said in his testimony: ™ 
“private U.S. industry cannot be compelled to operate abroad by Government 
fat ; it must participate voluntarily.” 

It is significant that the Straus report expressly repudiates the Treasury’s 

geographical limitation on the operations of the Foreign Business Corpora- 
jon, Viz: 
“We believe that there should be no geographical limitation on the foreign 
activities and sources of income of an FBC because the diplomatic problems 
and domestic pressures involved in choosing particular countries or areas 
would make a general system of legislative or administrative selection very 
dificult. Moreover, since the FBC involwes tax deferral rather than tag reduc- 
tion, it is appropriate for investment both in developed and underdeveloped 
countries.” [Italic added. ] 

Mr. Roy Ingersoll, chairman of the board of Borg-Warner Corp., enunciated 
the overwhelming opposition of the business community to the Treasury’s 
crippling proposal to limit the geographical operations of the foreign business 
corporation when he testified : * 

“In my opinion this limitation is completely unrealistic and if the proposal 
isaccepted by this committee, H.R. 5 will be virtually ineffective in accomplish- 
ing an increase in private foreign investment. This is true because as I have 
previously stated, at the present time domestic capital demands are so great 
that there is little, if any, left over for American business to invest in foreign 
countries. The source of funds for such investment must therefore come from 
the profits generated abroad. These foreign profits are not at the present 
time being generated to any extent in underdeveloped countries and probably 
will not be for some time. Where then would the funds for increased foreign 
investment come from if the Treasury Department’s proposal were accepted? 

* * * * 


“T must state frankly that, if the Treasury limitations are imposed on the 
Boggs bill, the entire purpose of the [proposed] law is emasculated. * * * The 
Treasury version of this bill, which would only benefit a company investing 
in underdeveloped countries after it had earned the money there in some future 
year and would not permit the transfer of earnings in other oversea markets 
to such underdeveloped countries, would be worse than nothing. Jt will be 
of no value to American industry.” [Italic supplied.] 


Tax INCENTIVES FOR DirEcT ForREIGN INVESTMENT AND Foreign LICENSING 
(J. N. Behrman, professor of economics, University of Delaware) 


The desirability of providing tax incentives to international business has been 
urged by a variety of business groups in the United States. The proposals range 
from complete exemption of all foreign income from U.S. taxation to minor 
revisions of the tax credit procedure. Justifications for such treatment fall into 
three categories: achieving equity with taxation of domestic business, provid- 
ing equity with treatment by other countries of foreign income of their com- 
panies, and expanding U.S. international business either throughout the free 
world or specifically in the underdeveloped areas. 

While there may be equity reasons for changing the taxation of foreign income, 
they are independent of the foreign economic policy questions of whether inter- 
national business should be specifically encouraged. It is not likely that mere 
equity in taxation would bring forth the desired volume of foreign investment. 
Nor is the level of taxation adopted by other countries for their foreign income 
necessarily desirable from the view of the U.S. Government. Circumstances and 
objectives differ. 

The justification for tax exemption rests on the desirability of stimulating 
foreign investment and the transfer of technical and managerial skills. But 
even this justification cannot readily be stretched to support exemption of in- 
come from investing or licensing in all foreign countries. If the objective is to 
stimulate activity which otherwise would not take place, there is no need to 


See statement of Ralph I. Straus (July 8) at p. 4.. 
“Op. Cit. supra, at 9-10. 
*Statement of R. C. Ingersoll (July 8) at pp. 4-5. 
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provide a subsidy or windfall to those activities already in being or to those 
which would be carried out anyway. Thus, there is apparently little need to 
encourage American business to penetrate Europe or Canada; nor is there g 
need to encourage the extractive or mining industries to penetrate any of the 
less industrialized areas; nor should we direct energies to expanding produc 
tion of those items produced in the developing countries which already have 
world markets. To put the point another way, even if additional foreign opera- 
tions would be induced by a tax incentive, it is not immaterial to the use of tax 
incentives whether those results were in support of U.S. foreign economic policy, 
For example, it is questionable whether a tax exemption which encouraged 
establishment of a subsidiary in England or Germany or of a licensing contract 
in Italy would advance the United States toward its foreign policy goals. The 
goals vis-a-vis Europe include the expansion of freer trade along lines of com- 
parative advantage. Subsidization of international business in Europe would 
not necessarily follow these lines. 

The principle of country or industry selectivity, reflected in a direction of 
incentives toward investment in the less developed areas, is difficult for many 
business interests to support since the majority of international operations are 
und will be in the already industrialized nations. But, few foreign economic 
policy objectives would be served by a reduction of taxation of foreign income 
from those countries and even their attainment will require limitation of the 
incentives as will be shown below. In addition, the reduction of taxation of 
investment returns in petroleum and mining would merely eliminate some tax 
revenue and would raise the level of investment in the less developed countries 
only slightly. The needs of the developing countries require means of diversify- 
ing their economies, especially their exports. This can be done in the long run 
only through an expansion of the manufacturing and services areas of the econ- 
omy. A method should be found of expanding the contribution to the objective of 
economic growth. The following proposal for a tax incentive system is an at- 
tempt to provide just such a method. 


PROPOSAL FOR TAX EXEMPTION CERTIFICATES 


It is proposed that Congress extend a partial exemption from U.S. taxes to all 
foreign direct investments or licensing agreements (and possibly management 
contracts) in countries whose economic development it wishes to encourage. The 
Department of State would grant the exemptions, which would be accepted 
without question by the Internal Revenue Service. A major advantage of making 
the State Department the agency of determination is that it has the information 
necessary to limit the certificates to the amounts and purposes suitable to eco- 
nomic development abroad. In order not to waste aid resources, the State 
Department should be directing its efforts_to enabling those nations near a 
“preakthrough” in development to make the necessary surge forward. It is in 
these countries, particularly, that new private investment has an important role 
to play in sustaining the rate of growth after the breakthrough has occurred. 

“Investment” would be defined as in the ICA guarantees but would be re- 
stricted to manufacturing and service enterprises and would require the approval 
by the foreign government that the activity fit its development program. 

The definition should specifically include expansion of existing plant and 
facilities abroad. It should also include funds invested by a foreign subsidiary 
of a U.S. company for the approved purposes in the underdeveloped countries, and 
an agreed portion of the income from the subsidiary on the investment should 
be tax exempt. Thus, the U.S. parent would be given a tax-exemption certificate 
for investment by its subsidiary. This permission would encourage the use of 
foreign capital and skills by enterprises which may be much better able to serve 
the developing countries. This better ability rests on absence of dollar invoic- 
ing and on production methods closer to those which can be used effectively in 
the developing economies. This inclusion of investment by a foreign subsidiary 
is on all fours with the proposal for use of a U.S. base (or international business) 
company, since it could use the subsidiaries’ funds for foreign investment and 
qualify for tax exemption. 

The certificates would not be granted for extractive or mining enterprises or 
agricultural development. Nor would they be granted for income from exports. 
This method of granting tax certificates would avoid the difficult question of 
whether foreign income was received from investment or exports, which some 
assert is impossible for the IRS to determine without extensive and costly audits 
if exeniption were given to any “foreign income.” 
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The expansion of U.S. exports of capital goods or other developmental equip- 
ment and materials would be best stimulated through direct investment or 
through direct U.S. economic aid to the recipient country. If U.S. exporters are 
at a competitive disadvantage compared to European exporters of some items 
and if the disadvantage is a result of existing U.S. Government regulations or 
restrictions, these could be removed. However, if the difference is a result of 
cost differences in the industry, there is the alternative of investing directly in 
Burope and competing from there. Such a subsidy to U.S. exports would run 
head-on into the objection of unfair competition. Even if restricted to exports 
to the less developed countries on the ground that they need capital equipment 
and other imports and that American technicians and others working in these 
areas require the best and most familiar equipment, the argument cannot hold. 
In addition, if such goods were sold at a low price to encourage their import bv 
the less developed countries, there would be no guarantee that parts or similar 
equipment would be reduced in price in the future. A subsidy for the first 
export might tie future dealings with a less effective supplier—the argument 
against tied loans applies equally here. 

The calculation of the amount of the exemption could be on three bases: the 
actual returns on the investment, a percentage of the investment, or an absolute 
amount of foreign income which would not be taxed. The duration of the 
exemption would be restricted to a given number of years—the number would 
depend partly on the method of calculation of the exemption. 

It is proposed that the calculation of exemption be based on a return of 
10 to 20 percent of the investment over a 10-year period." The objective is to 
guarantee the investor a tax-free return of his principal plus some return on 
the investment. Licensing agreements would have to be treated differently, 
since they have no total value. If the agreement is drawn with a minimum 
loyalty, the tax certificate could exempt that amount from U.S. taxation, with 
that received over the minimum being subject to tax. 

So as not to complicate the tax return procedure, the exemption certificates. 
would be issued so as to be used in lieu of taxpayments. The certificates, though 
calculated on a percentage basis, would be denominated in dollars, showing an 
absolute amount which could be deducted from payment of taxes each year. 
Thus, if the investment were of $1 million and the exemption to be granted was 
15 percent per year for 10 years, the investor would be given 10 certificates 
dated for the appropriate years, in amount of $78,000 each (52 percent multiplied 
by $150,000). They would be usable in each year against any foreign income 
of the holder—they would, of course, be nontransferable—and they would be 
cumulative; that is, if not used in one year they could be used in another, but 
they could not be accelerated. This procedure is to prevent the loss of the 
exemption when an investor had no foreign income from any source or when 
he preferred to reinvest earnings abroad. 

The variation from 10 to 20 percent of the investment which could be ex- 
empted is to provide leeway for decision as to the inducements required in 
varying circumstances. It is not likely to be necessary to give exemption over 
the entire life of the investment in order to encourage its being made. Nor is 
it likely to be necessary to exempt all income in a limited period. The pro- 
posed variation in permissible exemptions should give sufficient freedom to 
tailor the inducement for the country concerned and the type of investment 
veing made. This procedure has a further advantage over total exemption of 
income on specified investments. Under the latter, the income would have to be 
earned, then returned to the United States. In many enterprises, returns are not 
earned for a couple of years, and what is earned is largely reinvested. The 
certificates would be valuable, especially in cases where income was not earned 
from the new enterprise, for they would guarantee some return in tax exemp- 
tion on any foreign income. Where it was earned, rather than force the re- 
turn of the funds to the United States in order to get exemption, it would be 
better to encourage investment. This would be done through the suggested 
procedure of permitting the certificates to be cumulated for future payments 
and to pay taxes on whatever foreign source, (It may be desirable to permit 
their use even against domestic income so as not to give an inducement to re- 
turn foreien income and also to help avoid dollar convertibility problems. ) 


whic grnatively, the rate of calculation could be reduced, but the period of years over 
ch the certificates could be used increased. For example, 15 certificates could be issued 
lat the 10-percent rate) for an aggregate value of 150 percent of the total investment 
with’ each certificate valid by a stated annual date. This would provide the investor 

tax-free return of 10 percent for 15 years, but all above 10 percent for the 15 years 
and al! returns after 15 years would be taxed at the regular rate. 


wee tee 


| 
= 


484 FOREIGN INVESTMENT INCENTIVE ACT 


The permission to use the certificates to pay taxes on any foreign income 
might encourage more risky investments in the less developed areas, since the 
Government would share in some of the loss. Certainly, the cost to the Goy. 
ernment would be less than extending the same volume of aid to the foreign 
country. (This point is examined below.) The question of whether to permit 
the certificates to be used to pay taxes on domestic income or foreign income 
involves the tax credit procedure. If the certificate can be used to pay taxes on 
domestic income, then the tax credit procedure is immaterial; that is, it ig g 
separate issue whether the “per country” or the “overall” limitation should be 
permitted. It is not immaterial to the taxpayer if the certificate is to be used 
against foreign income only. In fact, the permission to use the certificate to 
pay taxes on any foreign income itself aggregates somewhat the foreign income 
and is a move in the direction of the “overall” limitation. Insistence on the 
“per country” limitation in taking tax credits is countermanded when the certifi. 
cate can be used to pay for any taxes on foreign income; the exemption is then 
available even though a loss occurred or no income were earned in the country 
receiving the investment concerned. 

It would be even more advantageous to the investor-taxpayer, however, if 
he could aggregate his income from all foreign sources when some of his enter. 
prises sustained losses or when some foreign tax rates in some countries were 
higher than in the United States and others were lower. While it may be the 
curent experience that U.S. investors do not seek out the more risky enterprises 
abroad and do not anticipate losses or even low returns in these endeavors 
since it is the intent of the current proposals to induce examination of more 
risky operations and to encourage investment therein, the application of the 
overall limitation might provide substantial additional encouragement. 

Under the various proposals for reduction or elimination of U.S. taxes on 
foreign income the estimates of tax losses by the IRS range from $150 million 
per year to over $500 million, depending on whether export income and foreign 
income other than on investments is included. 

The present proposal would be limited to investments which were both new 
and to the areas designated by the State Department. These areas would prob- 
ably be countries in Latin America, Africa, the Middle East, south Asia, and 
the Far East. Annual private investment from the United States in these 
regions has averaged under $800 million during the past few years, with nearly 
half going into petroleum. If these investments in petroleum and those in 
mining are excluded from the tax exemption, only about $300 million of yearly 
investments would be eligible under the proposal for tax exemptions. If we 
add the returns on licensing agreements and an expanded volume of investments 
as a result of the tax incentives, the outflow of capital and know-how to these 
areas might conceivably be doubled in the near future. 

Assuming an annual outflow valued at°$600 million and a tax certificate 
system providing exemption of a 15-percent return over 10 years (average), 
the “loss” of tax revenue would be $46.8 million ($78,000 per $1 million in- 
vested) the first year, growing to an annual level of $468 million at the 10th 
year. And of course if annual investments rose higher than $600 million 
during that period, the “loss” would be commensurately greater. 

But the actual loss to the Treasury is only on the investments which would 
have been made abroad in the absence of a tax incentive. The remainder would 
not have been sent abroad to produce the revenue without the tax exemption. 
In addition, at the end of 10 years the Treasury would begin to receive taxes 
on the prior investments and receipts would rise year to year. A tax exemption 
is thus only a delay of higher taxes to be received later. 

Contrarily, it must be admitted that some of the capital induced to go abroad 
would probably have been used at home to produce some income subject to taxa- 
tion. But without an increase in private investment, taxes will be higher to 
pay for foreign aid. If the “lost” taxes can substitute for governmental aid, 
whether in the short or long run, U.S. taxpayers will benefit. 

Summarizing, the certificate proposal has the following advantages: 

(a) The ‘Treasury would know exactly how much taxes would be payable 
with the certificates each year, though some might be accrued. (If certainty 
were highly desirable, the certificates could be permitted to be used in lieu of 
any Federal corporate income taxes and required to be used in the year for 
which it was certified. ) f 

(b) It avoids the problems of definition of “foreign income” and the possible 
exemption of export income which would occur under other proposals. 


| 
= 
ag 
fics.’ 


1 income 
since the 
the Goy. 
foreign 
D permit 
| income 
taxes on 
it isa 
10uld be 
be used 
ficate to 
income 
the 
> certifi. 
is then 
country 


ever, if 
S enter. 
eS were 
’ be the 
*T'prises 
leavors 
f more 
of the 


xes on 
million 
foreign 


h new 
1 prob- 
a, and 

these 
nearly 
ose in 
yearly 
If we 
ments 
these 


ificate 
rage), 
on in- 
» 10th 
lillion 


vould 
vould 
ption. 
taxes 
ption 


yroad 
taxa- 
er to 


| aid, 


vable 
1inty 
of 
for 


sible 


FOREIGN INVESTMENT INCENTIVE ACT 485 


(c) It would provide the optimum tax incentive to investments designed to 
accelerate development abroad. 

(d) It would minimize the loss of tax revenue by setting a limit to income 
returned tax free and by eliminating income from old investments. 

(e) It would provide the investor with a “certain” return from foreign invest- 
ments, Whether or not earned. If more were earned, all additional income 
would be taxed at the regular rate. 

(f) It would permit the Government to see directly what impact the incen- 
tive program had on investments overseas by channeling applications through 
the State Department. Applications denied could be followed up to see if the 
investment were made anyway, and all applications could be carefully checked 
to see if they actually fit with the development programs of the area. 

(g) It would be easily coupled with a tax deferral scheme (as discussed be- 
low) to increase the funds available for investment overseas. 

The proposal has the following possible disadvantages : 

(a) Applicants would have to open the projected operation to governmental 
scrutiny. This is not an obstacle for most U.S. businesses. And it can hardly 
be claimed that the U.S. Government should not make certain that the purposes 
for which the concession was granted were served. Finally, in most of the for- 
eign countries, that government examines closely the projected investment 
anyway. 

(b) It would be possible to request exemption for “fake” investment in ex- 
panded operations abroad through investing in “surplus.” The concession would 
then be used to reduce taxation on other income. Given the problem of getting 
the surplus back when wanted for other uses, including through foreign exchange 
fluctuations, it is not likely that such action would be economic. However, the 
Government would be able to check to see if the purposes for which the invest- 
ment was made were actually carried out. 

(c) It does not include investment in Europe which also could serve under- 
developed countries through making available goods at lower prices and/or 
lower dollar costs. In reply, there is apparently no need for an inducement to 
cause American investment in Europe; the Common Market is itself a strong 
attraction. In addition, tax rates are already so high in Europe that little U.S. 
taxes are paid on income from that area and tax exemption would have no 
significant effect. Finally, the proposal does extend to qualifying investments 
made by foreign subsidiaries. 

(d) It does not alter the present situation under which tax concessions by 
foreign countries are ineffective ; that is, tax sparing is not included. Currently, 
since the tax rates in the developing countries are relatively low, any reduction 
of their taxes would merely be siphoned into the U.S. Treasury. This is the 
case so long as their rate is below 26 percent, for it is at that rate that the 
after-tax returns of the U.S. investor is the highest. If the foreign tax is higher 
than 26 percent, the U.S. investor would gain something if the rate were reduced 
to 26 percent abroad, but not the full reduction. Any concession abroad down to 
the 26-percent level reduces total taxes paid, but even a reduction of the foreign 
tax from a 50-percent rate to 26 percent adds only 10 percent to the U.S. parents 
after-tax income—from $50 to $55 retained of $100 of earnings of the foreign 
subsidiary. 

Thus from the viewpoint of tax incentives it is not much help to obtain a 
reduction of foreign taxes. In addition, from the viewpoint of the developing 
country it would not be desirable to encourage a reduction of taxation. They 
need to expand their tax base and to uncover all means possible to obtain pay- 
ment of taxes they have imposed. And discriminatory taxes in favor of foreign 
business, or even in favor of some types of businesses, might be hard to justify 
internally from either a political or economic standpoint. This is not to argue 
that governments wishing to attract foreign capital should be prevented from 
making tax concession if they so desire; noncorporate income taxes can be 
Waived without any effect on U.S. tax credits. But the United States should 
not pressure foreign countries to eliminate one of the sounder taxes such as 
noncorporate income. 

It must be admitted that a full tax exemption of all foreign income from given 
investments abroad would make a foreign concession on that income effective. 
But only if the per country limitation were employed in the United States, for 
use of the overall limitation leaves some of the foreign income to be taxed by the 
U.S. Government and thus siphons off the conceded taxes. A way of avoiding 
this possibility would be to remove entirely the exempted income from the tax 
calculation so that it did not show in the figure for total income. 
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But the present proposal has advantages over complete exemption in that 
under it the Government shares in a loss abroad, and even when returns are 
less than expected there is a subsidy through the tax certificate. On the other 
side, the certificate limits the period of exemption to a specified time and cuts 
the exemption to no more than that necessary to induce the investment. 


INTERNATIONAL BUSINESS CORPORATION 


It is here proposed that Congress grant permission to U.S. corporations to 
establish a domestic subsidiary (IBC) for the handling of all oversea opera- 
tions—exporting foreign manufacturing, and distributing and licensing abroad— 
and that its income not be taxed until distributed to the parent. The privi- 
leges of the corporation would be similar to those currently held by foreign- 
base companies. These companies are located in low- or no-tax countries abroad 
te conduct the oversea business of the U.S. parent; U.S. taxes are paid only 
when dividends are declared. 

Two results of such an action are relevant to the objective of aiding the devel- 
opment of less advanced countries: One, that it would maximize the funds 
available for foreign investment if they were concentrated in one place and 
given a tax deferral, since many American businesses consider a foreign-earned 
dollar as a sort of “gambling” dollar with which they are willing to take more 
chances than a domestically earned dollar; two, that the concentration of man- 
agement of oversea operations within the United States would make them more 
efficient, would attract more men of competence in the international area, and 
increase the interest in foreign business. 

The IBC would be permitted to conduct all of the oversea operations of the 
U.S. parent so long as all transactions between the subsidiary and the parent 
were at arm’s length. The IBC could be the export arm of the parent, but the 
parent would be required to sell to the IBC on terms similar to sales to distribu- 
tors; only the income from the “value added” by export would accrue to the 
IBC. The IBC would be empowered to invest in foreign subsidiaries, make port- 
folio investments abroad, and own and control branch operations abroad. To 
obtain the assets necessary for these operations, the parent would be permitted 
to transfer to the IBC any and all assets necessary to carry on the business of the 
IBC without taxation of the transfer by the U.S. Government. The parent could 
transfer control over foreign companies and branches, portfolio investments, and 
foreign patents and trademarks. 

The IBC would receive all income from foreign operations and decide as to 
its further investment. It would be empowered to transfer its profits to any 
foreign operations it desired, but not into the United States. The only assets in 
the United States which it would be permitted to hold would be those directly 
related to administrative operations (building, etc.) and short-term earning 
assets, such as U.S. Government bonds. It would not be permitted to lend to the 
parent company without paying taxes as though the loan were an income dis- 
tribution. 

The IBC could be the administrator and negotiator of all licensing and tech- 
nical assistance agreements abroad, but it would be required to purchase from 
the parent any technical or managerial services which were obtained from the 
parent’s operating divisions. This would not only provide a cost estimate to the 
IBC, but would also give the parent’s divisions more reason to support the 
operations of the IBC, thus eliminating one of the internal obstacles to overseas 
business. 

The location of the IBC in the United States would permit much more effective 
management of oversea operations. Establishment of a foreign-base (tax sanc- 
tuary) company is not always desired by a U.S. company: some feel that it 
looks like a tax dodge and do not want to be thought of in that light; others 
consider that it puts management decisions too far from home. Also, knowledge 
of domestic developments can be transferred better and easier to the foreign 
manufacturing subsidiaries when the center of control of oversea business 1s 
closer to the place where the developments are being made. 

There are several advantages to this proposal. First, it will expand greatly 
the funds available for oversea investments. They will come out of income 
from export and from previous investments. The above proposal of tax exemp- 
tion would apply only to new investments (or licenses) and in specific areas. 
But the tax deferral privilege would apply to all investments and foreign opera- 
tions nondiscriminatorily, but the only use of the funds on a tax-exempt basis 
would be through certification by the State Department that the activity was 
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ensistent with its objective of developing the less advanced countries. Thus 
come incentive would be given to manufacturing operations in Europe (which 
the tax exemption would not give) ; these in turn would probably supply exports 
to the developing countries more effectively and cheaply (and without dollar 
cost) than from the United States. 

The inclusion of export income would also increase the resources available 
for use abroad. It would not pay the parent to keep export income in the IBC 
yniess there were some use for the funds abroad. If the income was distributed 
to the parent, taxes would have to be paid as normally. But if there were a 
foreign use, the amount of funds available to the IBC would be double those 
normally available to the parent for such purposes. 

The importance of including income from exports, licensing, and technical 
assistance contracts in the tax deferral proposal is pointed up by the fact that 
income from investments in most European countries is already taxed close to 
the U.S. rate (or above); the deferral offers only slight benefit to the U.S. 
parent compared with immediate payment of taxes. Even the less industrialized 
countries, where investment returns are frequently taxed at rates markedly 
lower than in the United States, either returns are low during the early years 
or they are reinvested in the foreign country. Thus, additional funds for ex- 
pansion into new areas must come largely from licensing or export. The largest 
source is export, but aggregated licensing income has been estimated at over 
$150 million per year, and this would probably be much larger if taxes could 
be deferred, since a large portion of licensing receipts are retained abroad. 

The formation of an IBC would also permit the Government to know what is 
being done with the accumulated foreign income now held in foreign companies. 
The Government has no idea of the magnitude of foreign income held abroad, 
nor of the extent to which such income is being used in support of its overall 
foreign economic policies. Location of these activities within the United States 
would provide much more knowledge of international business operations and of 
the amount of revenue which the Government could eventually expect from 
these foreign operations. 

This method of providing an incentive cannot be criticized as a direct export by 
foreign countries.* There is no saving to the U.S. company of taxes; eventually 
they must be paid if income is returned. The price of U.S. exports would not 
be affected by channeling them through the IBC; it would have control over 
only the resale profit. On an aggregate basis, however, this source of income 
isso important for further expansion of oversea business that the less desirable 
foreign-base company is being increasingly used. Some observers have estimated 
that without an IBC the foreign-base company will be so widely employed as to 
reduce drastically U.S. income from exports. 

Another advantage is that ICA investment guarantees would be available to 
the IBC; they are not available to a foreign holding company. The IBC would 
also be eligible for the tax-exemption certificates issued under the prior proposal 
for investments in given areas.’ These certificates would enable the IBC to remit 
tax free to the parent a stipulated amount of foreign income. But since the 
certificates would cumulate, there would be no pressure to make such a dividend 
payment so long as there were opportunities for use of the funds abroad. The 
certificates would still perform the function of inducing investigation of more 
tisky or uncertain opportunities in the less developed countries. 

There is considerable evidence that tax reduction or exemption would be a 
strong factor in getting many corporate managements to investigate opportuni- 
Hes abroad (the announcement effects) and to pursue such investigations despite 
initial estimates which would normally have caused their rejection. The fact that 
tax structures are taken as given in investigations of foreign opportunities and 
there is thus no examination of whether the project would become profitable 
if the tax rates were different, is a strong argument in favor of changing the 
“givens” to attempt to induce further consideration of foreign opportunities. 
In addition, the assertation that an examination of the tax factors is seldom 

*There is one possible subsidy to exports in the tax deferral proposal; it is that income 
from exports could be used to further future exports. Investments could be made in 
distribution and sales facilities or expenditures made in advertising. And since the income 
Was not taxed there would be twice the amount available previously, It is conceivable 
that it would pay the U.S. exporter to drop his price a bit in order to have larger tax-free 


funds which he could use in export promotion, cutting down on his dollar expenditures 
for that purpose, 


_*The formation of an IBC would remove the need for granting tax exemption on quali- 
fied investments made by a foreign subsidiary, but this procedure should remain where 
in IBC does not exist. 


that 
are 
ther | 
cuts 
s to | 
era- 
1d— 
rivi- | 
road 
only 
nds 
and 
rned 


486 FOREIGN INVESTMENT INCENTIVE ACT 


But the present proposal has advantages over complete exemption in that 
under it the Government shares in a loss abroad, and even when returns are 
less than expected there is a subsidy through the tax certificate. On the other 
side, the certificate limits the period of exemption to a specified time and cuts 
the exemption to no more than that necessary to induce the investment. 


INTERNATIONAL BUSINESS CORPORATION 


It is here proposed that Congress grant permission to U.S. corporations to 
establish a domestic subsidiary (IBC) for the handling of all oversea opera- 
tions—exporting foreign manufacturing, and distributing and licensing abroaq— 
and that its income not be taxed until distributed to the parent. The privi- 
leges of the corporation would be similar to those currently held by foreign- 
base companies. These companies are located in low- or no-tax countries abroad 
te conduct the oversea business of the U.S. parent; U.S. taxes are paid only 
when dividends are declared. 

Two results of such an action are relevant to the objective of aiding the devel- 
opment of less advanced countries: One, that it would maximize the funds 
available for foreign investment if they were concentrated in one place and 
given a tax deferral, since many American businesses consider a foreign-earned 
dollar as a sort of “gambling” dollar with which they are willing to take more 
chances than a domestically earned dollar; two, that the concentration of man- 
agement of oversea operations within the United States would make them more 
efficient, would attract more men of competence in the international area, and 
increase the interest in foreign business. 

The IBC would be permitted to conduct all of the oversea operations of the 
U.S. parent so long as all transactions between the subsidiary and the parent 
were at arm’s length. The IBC could be the export arm of the parent, but the 
parent would be required to sell to the IBC on terms similar to sales to distribv- 
tors; only the income from the “value added” by export would accrue to the 
IBC. The IBC would be empowered to invest in foreign subsidiaries, make port- 
folio investments abroad, and own and control branch operations abroad. To 
obtain the assets necessary for these operations, the parent would be permitted 
to transfer to the IBC any and all assets necessary to carry on the business of the 
IBC without taxation of the transfer by the U.S. Government. The parent could 
transfer control over foreign companies and branches, portfolio investments, and 
foreign patents and trademarks. 

The IBC would receive all income from foreign operations and decide as to 
its further investment. It would be empowered to transfer its profits to any 
foreign operations it desired, but not into the United States. The only assets in 
the United States which it would be permitted to hold would be those directly 
related to administrative operations (building, etc.) and short-term earning 
assets, such as U.S. Government bonds. It would not be permitted to lend to the 
parent company without paying taxes as though the loan were an income dis- 
tribution. 

The IBC could be the administrator and negotiator of all licensing and tech- 
nical assistance agreements abroad, but it would be required to purchase from 
the parent any technical or managerial services which were obtained from the 
parent’s operating divisions. This would not only provide a cost estimate to the 
IBC, but would also give the parent’s divisions more reason to support the 
operations of the IBC, thus eliminating one of the internal obstacles to overseas 
business. 

The location of the IBC in the United States would permit much more effective 
management of oversea operations. BEstablishment of a foreign-base (tax sanc- 
tuary) company is not always desired by a U.S. company: some feel that it 
looks like a tax dodge and do not want to be thought of in that light: others 
consider that it puts management decisions too far from home. Also, knowledge 
of domestic developments can be transferred better and easier to the foreign 
manufacturing subsidiaries when the center of control of oversea business is 
closer to the place where the developments are being made. 

There are several advantages to this proposal. First, it will expand greatly 
the funds available for oversea investments. They will come out of income 
from export and from previous investments. The above proposal of tax exemp 
tion would apply only to new investments (or licenses) and in specific areas. 
But the tax deferral privilege would apply to all investments and foreign opera- 
tions nondiscriminatorily, but the only use of the funds on a tax-exempt basis 
would be through certification by the State Department that the activity was 
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consistent with its objective of developing the less advanced countries. Thus 
gome incentive would be given to manufacturing operations in Europe (which 
the tax exemption would not give) ; these in turn would probably supply exports 
to the developing countries more effectively and cheaply (and without dollar 
cost) than from the United States. 

The inclusion of export income would also increase the resources available 
for use abroad. It would not pay the parent to keep export income in the IBC 
unless there were some use for the funds abroad. If the income was distributed 
to the parent, taxes would have to be paid as normally. But if there were a 
foreign use, the amount of funds available to the IBC would be double those 
ormally available to the parent for such purposes. 

The importance of including income from exports, licensing, and technical 
assistance contracts in the tax deferral proposal is pointed up by the fact that 
income from investments in most Buropean countries is already taxed close to 
the U.S. rate (or above); the deferral offers only slight benefit to the U.S. 
parent compared with immediate payment of taxes. Even the less industrialized 
countries, where investment returns are frequently taxed at rates markedly 
lower than in the United States, either returns are low during the early years 
or they are reinvested in the foreign country. Thus, additional funds for ex- 
pansion into new areas must come largely from licensing or export. The largest 
source is export, but aggregated licensing income has been estimated at over 
$150 million per year, and this would probably be much larger if taxes could 
be deferred, since a large portion of licensing receipts are retained abroad. 

The formation of an IBC would also permit the Government to know what is ; 
being done with the accumulated foreign income now held in foreign companies. ' 
The Government has no idea of the magnitude of foreign income held abroad, 
nor of the extent to which such income is being used in support of its overall 
foreign economic policies. Location of these activities within the United States 
would provide much more knowledge of international business operations and of 
the amount of revenue which the Government could eventually expect from 
these foreign operations. 

This method of providing an incentive cannot be criticized as a direct export by 
foreign countries.” There is no saving to the U.S. company of taxes; eventually 
they must be paid if income is returned. The price of U.S. exports would not 
be affected by channeling them through the IBC; it would have control over 
only the resale profit. On an aggregate basis, however, this source of income 
isso important for further expansion of oversea business that the less desirable 
foreign-base company is being increasingly used. Some observers have estimated 
that without an IBC the foreign-base company will be so widely employed as to 
reduce drastically U.S. income from exports. 

Another advantage is that ICA investment guarantees would be available to 
the IBC: they are not available to a foreign holding company. The IBC would 
also be eligible for the tax-exemption certificates issued under the prior proposal 
for investments in given areas.’ These certificates would enable the IBC to remit 
tax free to the parent a stipulated amount of foreign income. But since the 
certificates would cumulate, there would be no pressure to make such a dividend 
payment so long as there were opportunities for use of the funds abroad. The 
certificates would still perform the function of inducing investigation of more 
risky or uncertain opportunities in the less developed countries. 

There is considerable evidence that tax reduction or exemption would be a 
strong factor in getting many corporate managements to investigate opportuni- 
ties abroad (the announcement effects) and to pursue such investigations despite 
initial estimates which would normally have caused their rejection. The fact that 
tax structures are taken as given in investigations of foreign opportunities and 
there is thus no examination of whether the project would become profitable 
if the tax rates were different, is a strong argument in favor of changing the 
“givens” to attempt to induce further consideration of foreign opportunities. 
In addition, the assertation that an examination of the tax factors is seldom 

*There is one possible subsidy to exports in the tax deferral proposal; it is that income 
from exports could be used to further future exports. Investments could be made in 
distribution and sales facilities or expenditures made in advertising. And since the income 
Was not taxed there would be twice the amount available previously. It is conceivable 
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reached in an analyses of whether to turn down foreign opportunities is not an 
argument against tax reduction. The low profit rate anticipated (given the exist. 
ing tax structure) because of small markets or difficult supply problems, ete, 
would be altered by a different tax structure. 

The major arguments against tax deferral are those of revenue loss, jn. 
significant effect in increasing investible funds, and inequity with domestic 
investment. The first two are linked together in that the tax loss measures the 
additional funds available. It is true that, so long as income of the IBC was 
not transferred to the parent, it would be held tax free. The question is, how 
much would be the temporary loss of taxes to the Treasury? Net export income 
from nonagricultural merchandise exports of about $15 billion annually might 
be in the area of $2.5-$3 billion; but only a fraction of such exports would go 
through IBC’s. Only about half of the total of industrial or processed commodi- 
ties exported may be from corporations large enough and interested enough to 
establish IBCs. The volume of exports through IBCs would probably amount to 
no more than $7 billion yearly,, yielding a net income of about $1.4 billion, on 
which taxes would amount to about $700 million. In addition to the export 
income there were be some $700 million on direct private investment now 
normally returned to the United States which could be held by the IBC’s; if most 
of it were so held, taxes would be temporarily reduced by an additional $300 
million. (Obviously these estimates are rough; a more precise calculation can 
be made by a close examination of export and investment sources.) 

While a deferral of $1 billion in taxes on income from exports and invest- 
ments would not be disastrous from a budget standpoint, some adjustments 
would certainly be required during the period of deferral. However, these 
adjustments would not be necessitated by the institution of IBC’s; these same 
tax privileges already exist under the foreign-base company. And, many 
observers believe that they will be increasingly used to meet foreign competition 
and to take advantage of investment opportunities abroad. The permission 
to establish IBC’s would facilitate an existing trend but would also serve 
purposes of more efficient administration and of increasing the volume of private 
investment funds. , 

A sum of $1 billion would be a significant addition to the outflow of foreign 
investment ; it is 10 times the annual flow of U.S. private investment to the under- 
developed areas of the Middle East, South Asia, and the Far East during the 
past few years. Direction of these new funds into the less developed areas 
would be facilitated by the tax exemption proposal above. In addition, these 
sums are not lost to the Treasury. While their receipt is deferred, they are being 
used to increase the volume of future income, which is also taxable. Thus 
the receipts of the Treasury should rise, in the long run, even with the deferral, 
for it is unlikely that all future export income will continue to be reinvested 
abroad indefinitely. ; 

The equity problem, as we have argued before, is not an appropriate issue in 
the present context. It is desirable to maintain the principle that dollars earned 
in similar fashions be treated similarly under the tax laws, and there are 
considerable equity arguments on the side that foreign income is treated in- 
equitably compared to domestic income, and as compared to the treatment by other 
countries of foreign income. But, in the current context, the equity argument 
is not relevant; what is sought are means of expanding the contributions of 
U.S. private capital to the growth of the less developed countries. And, if tax 
deferral will raise the source of supply of funds for this purpose, inequitable 
treatment should be countenanced. 


STATEMENT By Rocer W. BARTON, Export MANAGER AND DIRECTOR OF STEPHENS- 
ADAMSON MANUFACTURING Co. 


Mr. Boggs, members of the committee, my name is Roger W. Barton. I reside 
in Aurora, Ill. As export manager of Stephens-Adamson Manufacturing Co., I 
have respensibility for the foreign distribution of our products. We are manu- 
facturers of conveying and material handling equipment commonly used in the 
larger, high capacity material handling systems. This equipment is used in coal 
handling for new thermal power stations, chemical plants, mining operations, 
and ship loading and unloading equipment. Another division of our company 
manufactures Sealmaster ball-bearing units used extensively in the capital goods 
industry. I am also responsible for licensing arrangements which are in effect 
in Latin America, Europe, Africa, and Australia. 
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I am presenting this written statement in lieu of personal testimony before 

your subcommittee scheduled for July 7-9, 1959. 
” Stephens-Adamson Manufacturing Co. is a medium size manufacturing opera- 
tion (1,200 employees) with factories located in Aurora, Ill.; Los Angeles, 
Calif.; and Clarksdale, Miss., in the United States. We also own and operate 
a complete manufacturing subsidiary in Belleville, Ontario, Canada. 

We are strongly in favor of H.R. 5. Because of competition from abroad and 
pecause of the activities of our competitors, we will be forced to form a sub- 
sidiary company for the performance of our international business, and our 
action has been deferred pending the passage of H.R. 5. If H.R. 5 is passed, 
we will use this new form of foreign business corporation. If H.R. 5 does not 
pass, we will form our international business in a corporation based in a 
country such aS Panama, Venezuela, etc., who do not tax business done out- 
side of the country of incorporation. The advantages to us in deferring income 
tax on foreign business makes this action attractive. The introduction of H.R. 5 
by your subcommittee has been the most practical solution to our problem and 
has caused us to defer action on the formation of a foreign base corporation. 
We would much prefer to organize our international operations under American 
law and subject to the rulings and reporting under the Internal Revenue Code, 
if tax deferral is granted. 

Although our products, particularly our heavy conveying systems, have been 
well-known in several foreign countries for 30 or 40 years, we did not actively 
organize an export department until 1948. Since this change of organization, 
our exports from the United States have grown steadily, but in recent years 
we have been faced with difficulty in the sale of complete engineering instal- 
lations in several areas of the world because of the rapid growth of local 
manufacture and the very serious competition from countries in Western 
Europe and Japan. 

The equipment of our conveyor division is usually supplied for projects 
which assist in the development of the resources of the foreign country involved. 
Frequently this equipment is supplied to the underdeveloped countries. The 
opening of a new mine, an installation for shipment of ore or coal overseas, 
or the establishment of a new powerplant are certainly classed as some of 
the most important and necessary developments to the continual progress 
of these countries in the free world. It is obvious that precision ball bearings, 
as manufactured by our Sealmaster Ball Bearing Division, are certainly con- 
sidered essential to the progress of these countries. 

As our foreign activity has increased during the past 11 years, we have 
seriously studied a type of business organization which can provide us the 
means of becoming more efficient and more competitive in the business we do 
overseas. We have carefully studied the provisions of the Western Hemisphere 
trade corporation and we have rejected this form of tax adjustment as being 
only a partial solution to our problem. Because of the confusion created by 
the rules under the Revenue Act concerning passage of title, and because the 
formation of this type of subsidiary only applies to business in the Western 
Hemisphere, we have not used this business form. If part of our foreign 
operations were transferred to a Western Hemisphere trade corporation, it 
would be very confusing to do business in the balance of the world without 
a third subsidiary company, with no apparent advantages. 

I have traveled extensively around the world, and I have had the opportunity 
to observe the results of our foreign aid program—both in the loans that we 
have granted to underdeveloped countries and the outright gifts which we 
have so generally made to these people. I have also had the opportunity to 
observe subsidiary manufacturing companies, mining operations, and other 
industrial activity which has been developed by American private enterprise, 
and I can tell you very emphatically that the value of the private investment is 
far more valuable than anything which our Government does in an official way. 
The most important difference is the type of personnel which become permanent 
Tesidents of these countries. A plant manager of American private investment 
who goes to the country to make it his home, and who becomes a part of the 
community and makes friends with the people of his new country, is one of the 
most important ways to spread the ideas and principles of democracy and free 
enterprise. When you compare this man with a political appointee who has 
been sent to one of the Far Eastern countries, for example, for the purpose of 
administering handouts, the comparison is ridiculous. The country will not be 


mt permanent home, and the chances are he didn’t want to go there in the first 
ce, 
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During the past few years we have developed business with representatives jn 
many foreign countries, some of whom are in the same type of business we are or 
have a strong desire to develop their business, with our assistance, locally. 
We have a great deal of faith in these people and we have created many friends, 
I think we have been able to impart some of the principles of American way of 
life in a few places. We have a strong desire to continue developing business 
to our mutual advantage in the American way, but I think it is obvious that 
great risks are involved. If we are to engage in this local manufacturing opera. 
tion, we naturally wish to do so at the lowest cost, which includes the cost of 
income tax. We can engage in these operations through a foreign base corpora. 
tion, but we would prefer to do this business as an American company organ. 
ized under the laws and with the protection of the United States Government, It 
is hard to explain to some of our friends why it is necessary to form a Pana- 
manian corporation in order to do business with them. 

This statement is an attempt to advise you of the very current thinking of one 
company, which makes H.R. 5 so vital and so appropriate at this time. We 
strongly urge the passage of this bill which would create a new class of foreign 
business corporation; permit tax-free transfer of property used in the conduct 
of trade or business outside of the United States to this corporation; provide 
for the complete credit on foreign taxes paid at the source; and allow credits 
against dividends paid to the American parent company for taxes which have 
been spared by special incentive rules by foreign governments. 

We make one exception to H.R. 5 as it is presently written. We believe a 
rediction in income tax rate for a foreign’ business corporation at the present 
time is not appropriate in view of the Federal budget situation. We ask that 
this provision be deleted from H.R. 5. We believe that the formation of a foreign 
business corporation, with its complete tax deferral, is the type of incentive neces- 
sary to the continuance of foreign investment without any special advantages in 
income tax rates. 

H.R. 5, as far as Stephens-Adamson is concerned, will not result in reduced 
revenue to the Government in the long term. We firmly believe that the avail- 
ability of our income from foreign operations for additional foreign investment 
will result in greater revenue eventually realized by our parent company and 
taxed under the internal revenue law at prevailing rates than would otherwise 
be realized. 


STATEMENT BY CHRYSLER CoRP. 


Chrysler Corp. recommends to the Congress that the provisions of the Internal 
Revenue Code of 1954 be amended to encourage private American investment 
abroad and thereby promote American industry and reduce Government expendi- 
tures for foreign economic assistance. This result should be effected by the enact- 
ment of tax legislation conforming to the basic principles underlying H.R. 5. 
Chrysler Corp. strongly believes the basic principles underlying H.R. 5 require 
that a modification be made in the foreign tax credit restrictions of section 902(b) 
of the 1954 Internal Revenue Code. 

Under the present code, if a domestic corporation owns at least 10 percent of 
the voting stock of a foreign corporation, the dividends received by the domestic 
corporation from the earnings of the foreign corporation are eligible for 4 
foreign tax credit for income taxes paid by the foreign corporation to a foreign 
government. Also, if a foreign subsidiary of an American corporation owns 
50 percent or more of the voting stock of another foreign corporation, the divi- 
dends received by the American parent from the earnings of the second foreign 
subsidiary are eligible for a foreign tax credit. 

The 50 percent ownership requirement should be reduced to, say, 20 percent 
to permit foreign subsidiaries of American firms to participate in the economic 
development of other countries of the world without a loss of foreign tax credit. 
Today, because of increasing nationalism throughout the world, it is frequently 
advisable and sometimes a legal requirement that the majority ownership of a 
foreign cerporation be held by local nationals. Countries such as India and 
Mexico, for example, favor majority participation by local nations, Also, there 
are cases where the economic situation in the foreign country indicates that 
only a minority interest in a foreign corporation should be acquired. ‘ 
Chrysler’s basic policies regarding international invesentment and marketing 
are based upon the belief that there are major advantages—practical business 
advantages—to be gained by working cooperatively with the people of other 
countries—helping them realize their own aspirations and adapting our I 
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yestment policies as far as possible to their wishes. And we believe that under 
most circumstances we can operate successfully by owning a substantial minor- 
ity of a business. This was the policy we followed in making our investment 
in Simca. We have been pleased with the results, and we believe the same 
policy will work elsewhere. 

In many countries long-time distributors and assemblers of Chrysler prod- 
uets have undertaken to expand their activities. In the past they were able 
to operate successfully by importing our cars already assembled or by import- 
ing the parts and assembling them. Now, however, to meet the challenge of 
rapidly growing markets or to meet nationalistic demands for the local manu- 
facture of automotive components, many of these concerns are finding it neces- 
sary to expand or greatly modify their facilities. 

This expansion requires additional capital. It also requires a great deal of 
technical assistance and management. All these things Chrysler and its foreign 
subsidiaries are prepared to supply—and have supplied. And, we believe that 
by so doing, we are building our international operations on a sound and natural 
foundation. We believe it is sound and natural to give backing and counsel to 
people who have been closely associated with us for many years and who fully 
understand their own markets and the complexities of their local situations. 

One of the major advantages of this approach is that it offers a realistic way 
of adapting our operations to the restrictions imposed on business by economic 
nationalism. Nationalistic restrictions take the form of import quotas on mate- 
rials and tools—production subsidies and other forms of favoritism to local 
companies—or limits upon the percentage of ownership permitted to foreign 
investors. We do not like these restrictions, but we recognize that economic 
nationalism is going to be with us for many years to come. 

In some instances, an American company may itself make a minority invest- 
ment in a foreign corporation. In other cases, however, it may not be advisable 
or possible for an American firm to directly participate in a new foreign business. 
On the other hand, a foreign subsidiary of an American company may have the 
necessary capital and resources to undertake such a program in another foreign 
country. 

Although the present tax laws (sec. 902(a)) permit a U.S. corporation to 
acquire a minority interest in a foreign corporation without loss of the foreign 
tax credit, it is not practical for a foreign subsidiary of an American company 
to acquire a minority interest in another foreign corporation because the foreign 
tax credit is lost under the severe ownership restrictions of section 902(b). 

To show how severe double taxation can be under the present 50 percent 
ownership requirement in section 902(b), assume that a wholly owned Venezuelan 
subsidiary of an American parent has an opportunity to invest in a 3344 percent 
interest in a Mexican company ; that a majority interest in the Mexican company 
is either not for sale or is prohibited by the Mexican Government; and that the 
American parent lacks the necessary assets and resources to make the investment 
and thereby meet the 10 percent ownership requirements of 902(a). 

Expressing the result in terms of a dollar earned in Mexico, the Venezuelan 
company would net about 47 cents in Venezuela, but if this amount were then 
paid as a dividend to the American parent only about 23 cents would be left after 
taxes. If the 50 percent ownership requirement in section 902(b) were reduced 
toa point where the Venezuelan company could qualify, the American parent 
would net in the United States 47 cents. In other words, 52 percent of the 
dividend is lost through double taxation. 
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Prior to January 1, 1951, the 10 percent and 50 percent ownership require. 
ments had been ‘a majority” and 100 percent, respectively. The Revenue Act 
of 1951 established the present percentage rates. However, there apparently was 
no compelling reason for selecting the 50-percent rate as opposed to some lower 
rate since the only reason given in the committee reports is “on administratiye 
grounds.” 

The arguments used in 1951 in support of the reduction in ownership require. 
ments of a domestic corporation in the voting stock of a foreign corporation 
under section 902(a) are also applicable to section 902(b). Two of the principal 
arguments for reduction set forth in Senate Report No. 781, 82d Congress, 1st 
session, Calendar No. 737, September 18, 1951, were: 

(a) Irrespective of the proportion of the foreign corporation owned by the 
domestic corporation, the dividends received by the domestic corporation are 
equally likely to be affected by the taxes paid to a foreign government. 

(b) Several foreign countries prohibit the ownership of as much as 50 percent 
of one of their domestic corporations by a foreign corporation. 

This suggested modification of section 902(b) will encourage foreign subsidi- 
aries of American firms to invest capital in new enterprises in other countries and 
will alleviate double taxation of foreign income to a greater degree than is now 
possible under present law. 


STATEMENT OF THE SCOVILL MANUFACTURING Co., WATERBURY, CONN, 


The main office and plants of the Scovill Manufacturing Co. are located at 
99 Mill Street, Waterbury, Conn. The business dates back to 1802. Today the 
company consists of nine major divisions and three subsidiaries. The divisions 
are located at Waterbury, Conn.; Waterville, Conn.; Oakville, Conn.; New Mil- 
ford, Conn.; Racine, Wis.; Newark, N.J.; Philadelphia, Pa.; Bethesda, Md.; and 
Brooklyn, N.Y. The foreign plants are located at Toronto, Canada; St. Marys, 
Canada; Birmingham, England; Cannock, England; and Jacarei, Brazil. The 
subsidiaries are established in Melbourne, Australia, Mexico City, Mexico; and 
Sao Paulo, Brazil. 

Some of the company’s major lines are brass mill products, heat exchanger 
tubes, aluminum mill products, copper tubes and pipes, “gripper’’ snap fasteners, 
zippers, tack buttons, rivets, burrs, aircraft fasteners, lawn sprinklers, water- 
ing accessories, industrial hose couplings, brass and aluminum forgings, screw 
machine products, brass plumbing fittings, industrial fasteners, brass and alumi- 
num sand castings, household electrical appliances, soda fountain equipment, 
automotive tire valves, aviation and hospital oxygen control equipment, indus- 
trial air control devices, aerosol valves, containers for lipsticks, perfume, cologne 
mascara, powder, aerosols, and other cosmetic items, “Clinton and DeLong” 
notions, Oakville yellow box line of stationery items, special wire formings and 
stampings, electromechanical airborne control devices, sequence timing devices 
for missiles, programing devices, electronic memory components, computer sys- 
tems, and assemblies. 

At present the company employs 9,800 persons throughout the world. 

The A. Schrader’s Son division is the one most deeply imbedded in foreign 
business since it supplies the worldwide rubber industry with automotive tire 
valves and accessories. This division has been in the foreign field for many 
years, and will be used as an illustration of the problems being faced by the 
company as a whole. The Schrader division has supplied its customers from 
three base plants; the one located in Brooklyn, N.Y., which supplied the entire 
U.S. market and all Latin American markets; one located in Toronto, Canada, 
which took care of the Canadian market; and the one located in Birmingham, 
England, which took care of the European, Asian, African, and Australian 
markets. 

Since the Second World War, foreign competitors have sprouted and grown 
in countries such as Germany, Italy, Japan, and others, and because of local 
conditions and nationalistic feelings these competitors have chopped off larger 
and larger pieces of the export business of all our plants. Assisting in their 
growth are the low labor bases which are maintained in these countries, and 
the financial assistance received from their local governments. 

In order to meet the changing requirements for our products in England, and 
the export areas serviced by them, we have, in the past 3 years, expanded our 
English operation by erecting an additional plant at Cannock, England, and this 
has necessitated a sizable investment for the Scovill Manufacturing Co. 
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In order to save the Brazilian market, we were recently required to invest a 
considerable amount of money in a plant at Jacarei, Brazil, outside of Sao Paulo, 
known as Valvulas Schrader do Brasil, 8. A. 

In order to save the remainder of the Latin American market, we have found 
it necessary to divert this market to our British branch as their prices are more 
competitive with other foreign producers, for the reasons stated above. 

In the past 5 years, as we have stated, we have been forced to expand our 
facilities in England and establish a plant in Brazil. We are now doubling 
our capacity in Brazil, and are proceeding with the establishment of a plant in 
Australia. Without an international corporation these ventures have all had to 
be supported by dollar funds from the Scovill Manufacturing Co. Any profits 
accruing from our present foreign operations are not available for support to 
other areas without becoming subject to U.S. taxes. 

All these actions have tended to quench some of the fires which are springing 
up, but we know that it is only respite for the moment. The bigger problems 
are growing within our local U.S. market into which foreign goods are flowing 
and being offered at much lower prices than our U.S. cost level permits us to 
price. With the actions of European countries to set up economic communities 
and the growing rise of nationalism in many countries throughout the world, 
we find the foreign plants of our U.S. and foreign customers are seeking 
local sources of supply within the communities or countries in which they 
are located. We must plan to spread ourselves into those local markets first 
to combat our competition at the local levels to help save our foreign business, 
and second to protect our U.S. markets. Our greatest responsibility is to service 
all our customers established throughout the world. 

The Scovill Co. has the know-how and the inclination to do these things. 
We are a quality producer and are held in high esteem by our customers through- 
out the world. 

The trend today is toward manufacturing abroad rather than exporting, 
because of currency restrictions, import barriers, rising nationalism, and other 
factors that have had adverse effects on a profitable export business. Because 
of this, more and more U.S. manufacturers are establishing foreign headquarters 
for the conduct of their international operations. By locating the headquarters 
of foreign operations in a country that does not tax income arising from sources 
outside its borders, greater operating and management efficiencies are often 
obtained, and the profits from such operations are free of U.S. taxation until 
they are remitted to the United States. 

The next two steps the Scovill Co. must take are those which have made us 
very much interested in the outcome of the Foreign Investment Incentive Act of 
1959, known as H.R. 5, the Boggs bill. 

First, we must weld the foreign portions of the business of all the divisions of 
the Scovill Manufacturing Co. into one effective unit—an international corpora- 
tion. Second, we must establish this company at a place where profits of the 
various parts of the entire international corporation are available for use in 
other countries before a good portion is chopped off by the U.S. tax laws. It is 
only in this way that we can have available at least a portion of the funds neces- 
sary to progressively establish other business units within economic communities, 
or within highly nationalistic countries throughout the world. 

As a reputable member of our own business community, and loyal to the inter- 
ests of our country, we would prefer to establish this international company 
within the United States, but present laws will force us to seek some so-called 
tax haven and establish a quasi-pseudo organization, not for the prime purpose of 
avoiding tax obligations within our own community, but rather due to a prime 
responsibility to keep ourselves in our business and others out of it, and to 
provide our products to our customers in areas where they are located. 

We believe that the United States should have a law which provides for the 
deferral of U.S. taxation of foreign income by creating a new class of foreign 
corporations, which would be domestic corporations operating essentially as 
foreign-based corporations now do. We believe the foreign assets of the parent 
should be transferrable tax free to the foreign business corporation. We believe 
that the Internal Revenue Code should be modified wherever necessary to permit 
tax-free transfer by U.S. firms of foreign assets to foreign corporations owned or 
controlled by them. 

We believe, because of the tremendous problems which American business 
must face in the foreign fields, that consideration should be given to extending to 
foreign business corporations a tax reduction similar to that now enjoyed by the 
Western Hemisphere Trade Corp. 
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It is difficult to understand how this new law can have anything but a temp- 
rary effect upon the income taxes now paid by U.S. companies which would estap. 
lish foreign business corporations. The ultimate result would be to permit U8. 
business to operate more effectively in foreign fields, and thereby in the overa)j 
eventually increase dividends from foreign sources which would then be taxable. 

During the past 3 or 4 years, the transfer of the Latin American market to our 
English operations has transferred to them profits previously earned here in the 
United States and as a result these taxes have reverted to a foreign country. 

As our business is affected in the United States piece by piece, there are and 
will be less and less earnings resulting in less and less taxes paid. 

Unless this whole matter is approached from a broad point of view on a long 
pull, rather than on a short term, there is no doubt that companies such ag the 
Scovill Manufacturing Co. will find itself financially unable, not only to expand 
its business locally, but also in foreign areas. Every small piece taken out of the 
Scovill Co. is a small piece taken out of the whole U.S. economy. 

We understand it to be a principle of the U.S. foreign policy to encourage 
private investment abroad. This not only saves Federal foreign aid expenditures 
but promotes the American way of life and helps combat influences working 
hard to destroy democracy throughout the world. Encouragement to reinvest 
earnings to promote this expansion more rapidly is also needed. This will 
create more profits and eventually more taxes. This will require a plan for tax 
deferral. To set a policy of encouragement and not back it by bona fide actions 
of legislative encouragement will but lead to failure of the policy and all it 
brings with its failure. 

For that fundamental reason, we respectfully request that the bill, H.R. 5, 
be passed in a form to allow the assurances and protection originally included 
by the Honorable Hale Boggs, of Louisiana, and his committee. 


PoLticy STATEMENT OF SAN FRANCISCO AREA WORLD TRADE ASSOCIATION OF THE 
San FRANCISCO CHAMBER OF COMMERCE 


FOREIGN INVESTMENT INCENTIVES 


The San Francisco Area World Trade Association strongly supports all private 
and governmental policies which have the result of encouraging and stimulating 
private U.S. investment abroad. The association believes that the Federal 
Government can be particularly effective in the promotion of freer world trade, 
which is so essential to the economic well-being of the people of the United 
States, if it is given authority by congressional legislation to offer real incentives 
to American businessmen engaging in investment in other countries. 

Specifically, in this connection, the association recognizes that the encourage- 
ment and stimulation of American investment abroad is a publicly declared 
objective of our Government’s foreign policy, and does hereby endorse and urge 
the prompt consideration and passage of H.R. 5 by the 86th Congress, a bill to 
amend the Internal Revenue Code of 1954, to encourage private investment 
abroad and thereby promote the continued prosperity of American industry and 
reduce Government expenditures for foreign economic assistance. 

Further it is expressly resolved that this bill deserves the full and strong 
support of the administration without any discrimination against small and 
medium sized companies, and without any restriction on the free flow of American 
investment abroad, being convinced that the long-range tangible benefits resulting 
from the unhampered operation of private American capital and free enterprise 
abroad will materially assist in the creation of healthy economies with whom 
the United States may profitably trade; nations whose economic conditions and 


re will be compatible with the survival and growth of the free enterprise 
system. 


STATEMENT .BY THE INTERNATIONAL TRADE COMMITTEE OF THE ILLINOIS MANU- 
FACTURERS’ ASSOCIATION 


TAXATION OF FOREIGN SOURCE INCOME 


The Communists are extending their cold war to the economic field and are 
making strenuous efforts to expand their trade with the free world. They 
present a new threat to our foreign commerce since the totalitarian states, with 
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nationalized industries, are not concerned with profits and terms of payment. 
The foreign trade of the Communists is a part of their national policy and is 
not motivated by the consideration of private enterprise. 

It is the proclaimed policy of our Government to promote and encourage 
foreign investments. Our system of taxation of foreign income should there- 
fore support this policy. It must recognize the special risks involved in invest- 
ng or selling abroad, These risks embrace foreign exchange and import re- 
strictions, depreciation and devaluation of currency, unreasonable labor laws, 
special import and transfer taxes, nationalization, etc. 

The Illinois Manufacturers’ Association, accordingly, recommends that the 
Internal Revenue Code of 1954 be amended to provide: 

1. That U.S. corporations be allowed to transfer assets of a subsidiary 
abroad to another foreign corporation, owned or controlled by them, without 
the payment of U.S. tax until the earnings are returned to the United 
States ; 

2. For the establishment by U.S. companies of a new class of foreign 
business corporation, domiciled in the United States, which would derive 
its income from foreign sources. Such companies to be allowed to defer 
payment of U.S. income tax until the income is distributed ; 

3. That the provisions of the Western Hemisphere Trade Corporation 
Act be extended to U.S. enterprises in other parts of the free world; 

4. That any foreign income tax which was waived by a foreign country 
as a specific inducement to attract foreign investments, should be allowed 
asa credit against U.S. tax due on such income; 

5. That U.S.-owned foreign corporations should receive the same tax 
treatment of gains realized from involuntary conversion of property as is 
extended to domestic corporations. 

Until new laws are enacted, the Illinois Manufacturers’ Association recom- 
mends that the Treasury Department be guided by the intent of the Western 
Hemisphere Trade Corporation Act in its rulings and interpretations of the act, 
io permit compliance with the law, within the framework of existing business 
practices. 


STATEMENT OF GEORGE W. NAYLOR, VICE PRESIDENT, Koppers Co., INc. 


Koppers Co., Inc., has long been active in the international field. It has in- 
vestments in 7 operating companies overseas and has under consideration 12 
other prospective investments. It extends technical assistance and management 
services to 20 companies in 11 countries. It has sales representatives in 40 
countries. 

It is our policy to join with citizens of host countries in providing the necessary 
equity for the construction of useful enterprises and then to assure their suc- 
cess by providing continuing technical assistance and management services. 
The company plans to expand its foreign activities. 

Koppers Co., Inc., urges early enactment of H.R. 5. The provisions set forth 
in this bill have long been needed. The passage of H.R. 5 will encourage a sub- 
stantial increase in overseas investments by private U.S. investors, thereby 
furthering U.S. foreign policy and fulfilling recommendations in the Boeschen- 
stein and Straus reports. Such an increase in investments is not only advan- 
tageous to the economy of the host countries, but also advantageous to the United 
States because these investments stimulate the sale of U.S. products. It has 
been our experience that as soon as an investment has been made in a particular 
country, shipments to that country from our American factories increase sub- 
stantially. 

The proposed foreign business corporation with its tax-deferral privileges will 
be preferred by American companies to operating abroad through a foreign 
base company. This provision in the bill will certainly diminish, and probably 
Teverse, the trend to foreign base corporations. This particular provision 
parallels privileges already extended by certain other industrial countries to 
their own nationals who operate internationally. 

Permission to transfer to the proposed foreign business corporation, without 
lax, the property of a domestic company—now used or to be used in overseas 
operations—is essential to the full utilization of this new corporation. 

The extension to the new corporation of the 14-point tax reduction now avail- 


able only to a Western Hemisphere trade corporation is not only desirable, but 
ithe principal encouragement to increased investment offered by this legislation. 
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It is just and fair that a choice be granted between an overall foreign tay 
credit limitation and a by-country-by-country limitation, since the taxes rates 
in certain countries exceed U.S. rates. 

The lack of success over a period of years in negotiating treaties with other 
governments to covering sparing or, in other words, waiver of taxes deemed 
to have been paid, dictates that this provision be established by law. It is yp. 
reasonable for the U.S. Government to nullify tax concessions which a foreign 
government extended to attract investments into an area of high commercia) 
risk. This feature of present U.S. tax policy encourages American investors 
to stay home and other countries to raise their tax rate to the U.S. level. 

Failure to enact legislation containing all the provisions of H.R. 5 will ae. 
celerate the rush to form foreign base companies. This will be followed by the 
transfer of all key personnel to overseas locations and the termination of em. 
ployment for the secretarial and clerical employees. It is, therefore, our opinion 
that the net loss in revenue to the Treasury will be small; on the other hand, 
the gain in American prestige and in the furtherance of stated U.S. policies 
will be substantial. Over the long term, the Treasury revenue should increase. 

The early enactment of this constructive legislation is urged. 


STATEMENT BY REDINGTON FISKE, Epiror, Export TRADE 
EXPRESSION OF VIEWS ON H.R. 5 


As editor of a weekly magazine which, for 40 years, has served the interests 
of the international business community of the United States, I have had 
both occasion and opportunity to study the problems of U.S. commerce and 
industry in the development of foreign markets, and in the extension of their 
operations to other countries. The following represent my considered views 
relating to the provisions of House Resolution 5. 

The promotion of international business relationships whether through ex- 
porting and importing, or through the active conduct of business by US. 
enterprises in other countries, is vital both to the economic progress of this 
country and of all other nations of the free world. The personal relationships 
which grow out of mutually satisfactory business dealings have been and will 
continue to be among the most effective means of creating and maintaining mutual 
trust, mutual confidence and respect, and mutual liking between the peoples of 
the world. 

The provisions of H.R. 5 do not go far enough, in my opinion, to encourage 
the foreign expansion of U.S. free enterprise, which would best be encouraged 
by the adoption of a policy of complete territoriality, under which the earnings 
of any person, corporate or individual would be subject to taxation only within 
the jurisdiction where earned. The provisions of H.R. 5 would, however, 
constitute a modest step toward this logical objective, and should be reason- 
ably effective in achieving the objectives of the bill. 

My qualifications are not such as to justify the expression of views on the 
technical provisions of H.R. 5, beyond the statement that I would favor the 
avoidance of any omissions, alterations or amendments other than may seem 
desirable for clarification of any points on which there may be differences of 
opinion as to the exact meaning and intent. 


STATEMENT BY Harry B. SoLMSON, VICE PRESIDENT, PLOUGH, INC. 


For the purpose of favorable consideration of H.R. 5, Plough, Inc., a Delaware 
corporation having its principal place of business at Memphis, Tenn., submits 
the following statement: 

Plough, Inc., is a drug manufacturing firm which has been in business in 
Memphis, Tenn., for 51 years. It now does an annual volume of $35 million 
and for the past 30 years has done extensive business in countries outside the 
United States, its foreign volume running to seven figures. Among its 60 na- 
tionally and internationally advertised and distributed brands are St. Joseph 
Aspirin and St. Joseph Aspirin for Children, Coppertone Suntan Products, 
Misto, Nujol, Penetro, Mufti, Black and White, Gets-It, and Ever-Ready. 
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Prior to World War II, Plough, Inc., exported finished products to approxi- 
mately 50 countries and licensed under royalty agreements the manufacture of 
certain of its products in Mexico. 

Subsequent to World War II, competition of the industrial countries has. 
increased to the point where products manufactured in this country cannot be 
priced competitively in the market. For this reason, Plough, Inc., now has its 
products manufactured by a private brand manufacturer in Canada for distri- 
bution aud has royalty agreements in 17 countries in South America, Europe, 
the Near East, and Australia. This company still exports to approximately 60 
countries direct from the United States. 

If H.R. 5 is passed and becomes law, Plough, Inc., will accumulate funds 
jn a separate corporation under the act and use such funds to finance manu- 
facturing operations in other countries. Such investments would be beneficial 
hoth to the parent company and to the countries in which manufacturing opera- 
tions are located. Other companies would do likewise and the cumulative effect 
would greatly strengthen the economies of the countries in which American 
businesses are located and thus reduce the necessity for huge outlays of Ameri- 
can tax dollars to maintain such countries’ strength to resist communism. 

For the above reasons, this company urges passage of H.R. 5 into law. 


STATEMENT BY WILLIAM A. Warp, Export Drviston, PatmM Beacu Co. 


Chairman Mills, members of the Ways and Means Committee, my name is 
William A. Ward and I reside in Knoxville, Tenn. I have been closely asso- 
ciated with the Palm Beach Co.’s export division, which is basically responsible 
for foreign distribution, licensing, and potential project developments overseas. 
Our products are known throughout the world. 

We believe that H.R. 5 will help smaller companies such as ours to compete 
nore effectively overseas because we can avail ourselves of a domestic foreign 
business corporation without the expense and complications of setting up a 
profit sanctuary company in Panama, the Bahamas, Switzerland, or elsewhere. 

By permitting export income to enjoy a temporary postponement of Federal 
income tax, we will be able to build up a reserve for capital investment in 
foreign countries. 

Most companies of our size—and even larger—do not have the excess capital 
to make overseas investments without jeopardizing the present and future. 
capital commitments of the domestic side of their businesses. The Boggs bill 
would help us to retain foreign earnings for investment in foreign countries. 

Building an oversea manufacturing plant does not deprive a single American 
worker of his existing job. 

Any American company with an oversea plant that elects to reexport to the 
United States must face the same tariff barriers as does a foreign company. 

These are not real issues in the consideration of H.R. 5. 

Generally speaking, it costs far more for an American company to manu- 
facture abroad than it does in the United States. When an American company 
g0es into manufacturing overseas, it is very unlikely that there will be any re- 
exportation to the United States on most products for two reasons: (a@) The 
costs would be prohibitive; and (b) the demands of the local country will be 
8 great that the output will be unable to meet demand for years to come. 

We do not believe this is a real issue in the consideration of H.R. 5. 

Finally, we respectfully submit if the committee adopts the Treasury plan 
of a geographical limitation on the operations of the foreign business corpora- 
tion to the underdeveloped countries, it will emasculate the purposes of H.R. 5. 

Actually, it will not be used; companies will either continue to use their 
foreign base companies or such companies will be set up. 

The Palm Beach Co. would prefer to operate under the American flag, in 
= United States, instead of being forced to go to Liberia or Panama or 

onaco, 

It is too much to ask of this committee that U.S. business be allowed the 
benefits of the American flag? 


STATEMENT ON BEHALF OF THE KIMBERLY-CLARK Corp. 


Kimberly-Clark Corp. is a manufacturer of pulp, paper, and paper products, 
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iaries or associated companies in Australia, Canada, England, France, Ge. 
many, Mexico, and South Africa. Our operations in Australia date from 1936, 
We are exporting finished and semifinished products to some 60 countries. The 
sale of our manufactures outside of the United States is increasing, and ye 
intend to devote a continuing effort toward even larger sales. Our finished 
consumer products do not lend themselves to shipment. It is more economica) 
to move fibers in other forms—for example, pulp or compressed rolls of paper— 
rather than in the finished form. The economics of consumer paper products 
requires that the finished products be produced in the market areas in whic 
they are to be sold. Unfortunately, this economic fact is presently offset py 
the large amount of capital investment required in plant necessary to mant- 
facture our products. Coupled with this is the problem that the optimum size 
or production capacity of such equipment is too great for the majority of the 
world’s market areas. These facts place us in the position of having to decide 
between investing in a market receiving a low rate of return for a relatively 
long period, or not investing further. 

Our studies of H.R. 5 have led us to conclude that, if the bill is enacted into 
law, a number of important incentives toward further investment abroad will 
be open to our firm. We find ourselves in agreement with the overall aims of 
the Treasury Department in their support of H.R. 5, but find ourselves in opposi- 
tion to a number of the Treasury’s proposed limitations. The Treasury has 
stated that “a major difference between H.R. 5 and the Treasury Department 
recommendations is that the tax provisions of H.R. 5 would have worldwide 
application outside of the United States, whereas the Treasury proposals are 
limited in application to the less developed areas.” A further objection is made 
on the basis of the estimated revenue loss of $300 to $500 million per year, 
Testimony given to your committee indicates that this “loss” estimated by 
the Treasury is substantially higher than other more recent estimates. The 
point here, however, is that H.R. 5 provides only for a tax deferral, not a loss. 
Quite the contrary, the deferral could result in a gain of revenue from the 
return flow of increased earnings resulting from greater investments. The 
Treasury is certainly greatly concerned with the longer range view of our 
Government's fiscal policies, and limitations made upon the basis of initial reve 
nue “loss” would seem to be lacking in appreciation of the full benefits which 
could accrue. 

The less developed countries, without attempting to define them any further 
than did the Treasury, are certainly in need of our increased support. Support 
by means of making available additional credit has been the chief assistance 
offered by our Government. The aim has been to develop these areas by means 
of increasing local food supplies, both in type and quantity, as well as by in- 
dustrialization. Our country is committed to private industry, and there is 
substantial agreement that a similar method of industrialization abroad would 
be most efficient in producing results. We agree with this premise, but strongly 
feel that the suggested limitation by the Treasury of H.R. 5’s incentives to 
investment in less developed areas is a refusal to face the facts. No company 
or industry can exist on its least successful products only. The averaging effect 
of successful products and those just introduced and being developed is a well- 
known practice and needs no elaboration. The risks of investment in the rela- 
tively less stable, less developed areas can only be justified to private share 
holders on the basis of the spread in the overall risk the company carries both 
domestically and abroad. H.R. 5 is not a means to remove risks; it simply 
increases the incentive to engage in some of the risks. We cannot but oppose 
the Treasury’s suggestion to limit H.R. 5’s worldwide application. 

In order to clearly present our position on H.R. 5, we offer you our opinion 
on each section of the bill. May we point out that, while we may seem to be 
in opposition to the Treasury on a number of details, we believe that the Treas 
ury’s position is one to be congratulated. Their obvious understanding of the 
bill and its aims, and their support of many of the principal features of the bill 
is to be commended. This is no more evident than in Mr. David A. Lindsay's, 
Assistant to the Secretary’s, testimony to this committee on July 7, 1959. How- 
ever, we find it necessary to highlight a few points in which our position and 
that of the Treasury do not coincide completely. 


Section 2. Foreign business corporations 


This section, together with section 3, are the essential part of H.R. 5. While 
the Treasury has analyzed this section carefully, we would like to try to cor 
rect an impression their testimony may have left with you. 
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U.S. corporations do not use the corporate form of organization abroad purely 
for U.S. tax purposes. The value of the corporate form of doing business is well 
ynown to you all, and does not require here a lengthy exposure. Abroad other 
fms of organization frequently have just as much legal protection without as 
high a foreign tax rate. The corporate form is one known to American firms, 
They prefer it to other less known forms, in spite of difficulties often encoun- 
tered in its use. We have already discussed the Treasury’s position on the loss 
of Revenue and the limitation to less developed countries. 


section 8. Transfers and reorganizations to facilitate private foreign investment 


Rightfully favoring the foreign business corporation and tax deferral on a 
worldwide basis as it is now written in section 2 of H.R. 5, we must equally 
favor enactment of section 3 and the right to transfer assets without the burden 
of taxes. Fortunately, this is not 1982 and, while the enactment of section 367 
of the existing law at that time may have been right and proper, its provisions 
day are not in keeping with our Government's policy. You have heard and 
rad testimony concerning the penalties section 367 places on firms already 
established abroad as against the freedom available to firms, both domestic 
aud foreign, just now going abroad. It must be remembered that private 
wrporations are accountable to their stockholders, who in turn will not permit 
imprudent investments or continuing inefficiencies. Investments must yield a 
return to the shareholder. The opportunity to transfer present holdings abroad 
without tax penalties into an efficient organization is essential. To limit the 
distribution to the less developed areas, as suggested by the Treasury, once 
nore indicates an approach limited in scope to what is essentially a problem in 
business organization. We are not, nor do we believe that any substantial 
American corporation is, in business abroad to avoid U.S. taxes. To seriously 
pnalize American firms while their foreign competitors are being encouraged 
isnot justifiable. Section 3 of H.R. 5 is essential as written. 


Section 4. Extension of Western Hemisphere trade corporation status to inter- 
national trade corporations 


The Treasury has taken a strong stand against this section on two grounds. 
First, that a reduction in the tax rate on foreign earnings by the present 14 
pints allowed in the Western Hemisphere Act would encourage the repatriation 
of the earnings by the parent company, rather than the reinvestment of the 
funds. This reasoning carried to its extreme would hold that American firms 
should be prohibited from investing in countries offering lower corporate tax 
rites than the United States simply because the rate of return would be too high 
for the foreign business corporation. The 14-point reduction was enacted as an 
incentive; it has been just that. The incentive was and is necessary on the basis 
of greater risk. Greater risks warrant and are encouraged by greater returns. 
This tenet has been a part of our economic framework from the very beginning 
of our country. 

Second, the Treasury feels that there will be a loss of revenue without an 
advantage of further investment. The stated reasons American firms are back- 
ing H.R. 5 is to increase the possibilities of their investing abroad. The “greater 
return for greater risk’ idea is sound. The loss to which the Treasury refers 
is, once more, not a loss, simply a deferral of increased revenue. 

However, if the Treasury’s position is irrevocable, we are willing to forego 
our objections in the interests of the passage of the other sections of H.R. 5, 
chiefly sections 2 and 3. 


Section 5. Alternative limitation on foreign tag credit 


We can recommend the Treasury’s analysis of this section. Our difference 
is only in the conclusion drawn from the facts. As the Treasury points out, it is 
impossible to determine if the per country or the overall country limitation for 
tax credit will be consistently correct. In order to insure a continuance of the 
tims of H.R. 5, in which the Treasury concurs, it is only correct that the alter- 
lative method of determination be allowed. The “losses” mentioned in the 
Treasury’s first presentation have apparently already disappeared. We all 
agree that incentives are necessary, so let us not call for laws which we know 
have built-in obsolescence. 


Section 6. Credit for investment incentive waivers of tax by a foreign country 


We agree with the Treasury that the provisions of this section are deserving 
ofenactment. As to whether or not this should be the subject of treaties or be a 
statutory provision seems to be chiefly a matter of timing. The needs are great; 
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they are urgent. If treaties will do under the circumstances, such a provision 
is to be preferred. If, however, treaties will tend to be cumbersome and subject 
to political uncertainties, then a statutory provision is required. This area js 
better left to your further study and determination. 


Section 7. Nonrecognition of gain on involuntary conversion of property of for- 
eign subsidiaries 

This section should be enacted as written. The lessening of risk by the oppor- 
tunity to more fully hedge the risk by insurance is recognized by our Goverp- 
ment under its investment guarantees program. That an actual loss, by involyp. 
tary expropriation for example, should result in taxation before the funds can 
be reinvested, is not a justifiable dilution of assets or, in this specific case, risk 
capital. Section 7 is certainly a sound incentive just as it stands; the burden 
of proof requested by the Treasury hardly seems necessary. 

We have tried to make our position on H.R. 5 clear. We trust to your excellent 
judgment and experience to produce for consideration of the Congress a proposal 
which will allow American business to augment the tremendous efforts of our 
Government abroad on a sound, equitable basis. 


STATEMENT OF THE GOODYEAR TIRE & RUBBER Co. 


The Goodyear Tire & Rubber Co. strongly supports enactment of legislatior as 
incorporated in H.R. 5 entitled “Foreign Investment Incentive Tax Act of 1959” 
as a means of stimulating investment by private industries in the industrializa- 
tion of other countries throughout the world. 

The executive department has recognized the need for the expansion and 
protection of foreign investments by private enterprise as a means of invigorat- 
ing the economy of the free world and of counteracting the massive offensive 
against the western system of free enterprise by the hostile Communist bloc. 

President Eisenhower gave recognition to the necessity for increased foreign 
investments when he stated, “Through increasing two-way international trade 
and stimulating in every practical way the flow of private investments abroad 
we can strengthen the free world, including ourselves, in natural and healthy 
ways. By so doing, we can lessen and ultimately eliminate the heavy burden of 
foreign aid which we now bear.” 

Vice President Nixon endorsed a method of assisting and encouraging private 
enterprise to expand foreign investments in a speech in New York, from which 
we quote, “Our laws should permit the establishment of foreign business corpora- 
tions meriting special tax treatment, so that our foreign earnings can be rein- 
vested abroad free of U.S. tax until the U.S. investor receives his reward.” 

Also, we were greatly encouraged recently to note that the Treasury Depart- 
ment has approved the basic principles of this proposal. P : 

American taxpayers are investing billions of dollars in foreign economic 
assistance through our own mutual security programs as well as contributions 
by the United States to international agencies. Insofar as private foreign invest 
ment can assist the less developed areas of the world to expand and develop 
their economies, it will thereby relieve the burden for economic assistance. 
While some loss of revenue may be entailed through the passage of HR. 5, it 
should be more than offset by a reduction of U.S. expenditures for foreign 
assistance. 

American companies have endeavored to compete with other countries 
through the establishment of base companies abroad. It would also seem 
that American companies should not be forced to establish base companies 
abroad when this type of business could just as easily be done through a U.S. 
corporation if the tax on earnings might be deferred until the payment of a 
dividend. 

Some difficulties have been experienced in operating in various areas where 
foreign competition has benefited because they pay lower taxes compared to taxes 
paid by U.S. companies and their subsidiaries. These difficulties could be over- 
come to some extent by extension of the Western Hemisphere trade corporation 
status to our foreign trade corporations, which would reduce tax on foreign 
income by 14 percent. 

The proposals embodied in the Western Hemisphere trade corporation tax 
statutes have proved completely workable and have been accepted for some 


time. There is no logical reason to limit them to this hemisphere, since the 
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development of other friendly areas will advance the cause of world peace as well 
as develop and expand our own economic growth. 

This subject also includes the treatment of various tax incentives which have 
been granted to U.S. corporations to encourage investment, but which advan- 
tages are dissipated through the application of the U.S. tax on the profits when 
remitted. This includes the benefits from the various investment allowances 
which are now current in the European area. We feel that this definite penalty 
with respect to the United States should be removed. 

The proposal that tax on the transfer of property to base companies be 
waived is a necessary part of the formation of base companies under U.S. law. 

We firmly support the proposal that involuntary conversion of property 
owned by a foreign subsidiary should not be recognized for the purpose of deter- 
mining capital gain subject to U.S. tax. 

We strongly urge that your committee give favorable consideration to H.R. 5. 


STATEMENT OF DIAMOND GARDNER CORP. 


Diamond Gardner Corp. has general offices at 122 East 42d Street, New York, 
N.Y. It has operations in 42 States and 4 foreign countries. Its products con- 
sist of matches, cartons, lumber, and related lines. Sales in 1958 were $168 
million. 

The corporation’s principal foreign plants are located in the United Kingdom 
and Canada. It also has a small operation in Norway, and it has recently 
started an operation in Germany. It is considering plans for further expansion 
of its foreign organization. 

While markets exist everywhere for its type of products, the goods which 
it produces in the United States are generally not competitive in other coun- 
tries. This is due to shipping costs, tariffs, and high U.S. production costs. How- 
ever, its relatively simple manufacturing processes are adaptable to the econ- 
omies of the less developed countries of the world, as well as to industrial 
countries. The raw material, wood, is available nearly everywhere. 

The Diamond Gardner management believes there exists a good opportunity 
tomake a profit through the local manufacture of its products in many parts 
of the world, by applying its wide experience in mass production, distribution, 
and promotion. 

Development of Diamond Gardner’s opportunities for foreign expansion will 
benefit the U.S. Treasury in two ways: 

(1) Taxable profits will flow into the United States which could not have been 
earned by the production of goods in the United States. 

(2) The economies of the foreign countries into which Diamond Gardner goes 
will be strengthened and living standards there will be raised. After Diamond 
Garduer has gained foreign experience in the more highly industrialized coun- 
tries it will move into the less developed areas. This program will strengthen 
~ ad countries and reduce their dependence on handouts from the U.S. 

easury. 

The remainder of this statement shows how provisions of H.R. 5 will help to 
bring about the above benefits. 

Section 2, H.R. 5: Diamond Gardner will have a minimum amount of capi- 
lal available for foreign ventures. With outstanding notes and debentures 
already amounting to $32 million and equal to nearly one-third of its capital and 
surplus, it appears inadvisable at this time to borrow more money for foreign 
llvestment. With its present policy of paying dividends each year, its retained 
earnings are adequate only for domestic needs. 

Diamond Gardner is hopeful that substantial capital for its foreign opera- 
tions can be provided from the retained earnings of those operations. To the 
‘xtent that the company can produce foreign income which is not subjected 
to high taxes, the amount available for expansion abroad will be increased, 
also the eventual return of taxable profits to the United States. 

Under present law a U.S. corporation can reinvest the earnings of a directly 
owned foreign subsidiary in that subsidiary’s operations without paying U.S. 
taxes. However, the United States imposes its tax on dividends paid by the 
Subsidiary which the U.S. parent reinvests in another foreign subsidiary. This 
‘ax can be avoided if both foreign subsidiaries are owned by a tax-haven hold- 


Ng Company. But Diamond Gardner prefers not to become involved with the 
laws and risks of tax-haven countries. It also wishes to avoid ali the expenses 
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which would follow from the establishment of the tax-haven company, including 
professional fees, transfer of personnel, and numerous other items. 

Diamond Gardner anticipates that as soon as its foreign operations have 
achieved a substantial level of earnings, the bulk of those earnings will be Te. 
patriated to the United States. There they will be subjected to U.S. corpora. 
tion taxes, then distributed to the stockholders of the parent company, and taxed 
again in the stockholders’ hands. 

The management of Diamond Gardner believes that, so far as its own foreign 
program is concerned, a temporary deferment of U.S. tax on foreign earnings 
under section 2 will pay off very well in additional U.S. taxes within the negr 
future. The deferment will allow a goose to grow that can and will lay golden 
eggs for Diamond Gardner, for its stockholders, and for the U.S. Treasury, 
The present law will slowly kill the goose. 

The restriction of section 2, proposed by the U.S. Treasury, to less-developed 
countries will have little effect on U.S. taxes because of the high tax rates 
usually found in the better developed countries. This restriction would compli- 
cate the rules for companies in the position of Diamond Gardner, and should be 
eliminated. 

Section 3, H.R. 5: Diamond Gardner anticipates that the development of its 
foreign program will require numerous transfers of assets into foreign corpora- 
tions, including perhaps the capital stock of the present foreign corporations. 
Such transfers may result in substantial U.S. taxes even though there is no real 
change in the properties owned by Diamond Gardner. This result comes from 
laws enacted many years ago to deter wealthy U.S. individuals from setting up 
foreign holding companies for their security investments. 

In some cases Diamond Gardner could avoid these taxes if it can show that 
no tax evasion is involved and if it can obtain an advance ruling to that effect. 
However, this precedure entails months of delay, with loss of the momentum 
that a successful operation needs. Obtaining rulings also leads to substantial 
expense for both Diamond Gardner and the Government in preparing and proc- 
essing ruling applications. This is bureaucracy at its worst, which the present 
U.S. law forces on the U.S. Treasury whether the Treasury wants it or not. 

In some of the transfers, the Treasury may feel obliged under the law to rule 
that there is tax avoidance (actually there is only tax deferment). It must 
then require tax to be paid on the mere movement of assets within the corporate 
group (which would not be required if the movement was between domestic 
corporations). Such tax avoidance as may exist would have had the effect of 
furthering the corporation program by providing more capital, which would 
eventually provide more taxable dividends for U.S. stockholders. 

Section 3 would would permit tax-free transfers of assets into foreign subsid- 
iaries in the same way that tax-free transfers into domestic subsidiaries are now 
permitted. It should be enacted. 

Section 5, H.R. 5: The U.S. tax law allows a U.S. corporation a credit for 
foreign taxes, limited to the amount obtained by multiplying the foreign income 
by the average U.S. tax rate applicable to the U.S. corporation in the current 
year. This computation is made separately for each foreign country from which 
income is received. Diamond Gardner does not object to this limitation, but its 
application on a country-by-country basis is illogical and unfair. A U.S. cor- 
poration may have several sources of income in one foreign country, such as 
dividends from one or more subsidiaries there, income from branches, fees, 
royalties, etc. These varying types of income may be subject to varying rates 
of foreign taxes, some higher and some lower than the U.S. rate. All such 
income and the related foreign taxes can be pooled and, if the average foreign 
tax rate is lower than the U.S. tax rate, the limitation on the credit does not 
become effective. However, if there is one item from over the border in a 
high-tax country, that item cannot be pooled; the limitation may therefore 
reduce the credit with respect to that item and increase the U.S. tax. 

This rule leads to ridiculous situations. Assume that a foreign subsidiary 
has income from several countries. The U.S. Treasury has found it necessary 
to issue an administrative ruling to the effect that in that case the income from 
the various countries and the related foreign taxes can be pooled for the purpose 
of computing the limitation. 

Why should the geographical and political accidents reflected in boundaries 
between foreign countries have this effect, often substantial, on U.S. taxes paid 
by U.S. corporations? Why should boundaries affect the credit in some cases 
and not in others? The situation can be corrected by enacting section 5. 
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BY ORVILLE R. MeERTZ, VICE PRESIDENT, Co., MILWAUKEE, 
WIs. 


American businessmen and economists have been expressing concern about 
the increasing effectiveness of foreign competition. Many products can be made 
in foreign countries at a lower cost than in the United States. Higher domestic 
ests can be attributed to the standard of living in this country under which 
workers receive higher rates of pay than in most other nations. Moreover, 
knowledge of products and modern manufacturing methods has been acquired 
by many new countries since the end of World War II. The communication of 
jdeas to other nations of the free world has upgraded the quality of products 
made abroad and enhanced their competitive position. One means of preserving 
profit margins for American industry while strengthening its competitive posi- 
tion is through tax reduction, since taxes represent an important portion of the 
cost of doing business. 

Ever since the war, the U.S. Government has conducted the most enormous 
peacetime banking operation in the history of Government finance. On balance, 
this effort has not been wasted. It has protected and raised standards of living. 
It laid the basis for the vast expansion of trade at a time when markets were 
being subjected to Communist control. It has helped to hold the free world 
together at a time when communism was doing its best to tear us apart. But 
Government capital is in a sense crisis capital. 

For years it has been generally recognized that a stepped-up rate of private 
capital outflow abroad would reduce Government expenditures for foreign eco- 
nomic assistance. A reduction in Government expenditures will decrease the 
heavy tax load we have been experiencing for the past 20 years. Private capital 
isa vital weapon in combating the Russian economic offensive. The display and 
workmanship abroad of our private enterprise system and economy is the best 
answer to the Soviet challenge of capturing underdeveloped markets through long- 
term credits, low interest rates, and undermining of political differences. An 
incentive tax structure would permit American business to accumulate private 
capital to successfully undertake this important task. 

The problem of capital is especially important to the American capital goods 
industry which sells many products of high unit values. Because of the capital 
outlays involved, foreign customers often require payment terms extending over 
long periods of time, sometimes as high as 5 to 7 years. In addition, low financ- 
ing rates are required to meet the threat of competition. Such selling methods 
offer considerable risk and can only be performed by firms with adequate financial 
resources. One means of providing an incentive to engage in hazardous trans- 
actions is to reduce taxes on this type of business. 

Another risk encountered by American business in doing business with under- 
developed nations is the uncertainty of foreign exchange. Many nations of the 
world are experiencing dollar shortages due to an unfavorable balance of pay- 
ments with the United States. In many instances a foreign sales order can be 
obtained only if we are willing to accept payment in another type of currency. 
If a tax incentive were present many orders could be accepted in foreign cur- 
rencies because part of the risk capital would be supplied by the tax deferment. 

Being forced to incorporate many phases of foreign operations in foreign cor- 
porations exposes American-owned business assets to the threat of expropria- 
tion by foreign countries. Sheltering these assets in domestic corporations and 
offering the same tax deferment as a foreign corporation would reduce the 
exposure to expropriation. It would give American overseas traders and invest- 
ors the same encouragement some of them now seek by incorporating abroad. It 
would immediately increase the funds available to such companies for additional 
foreign investment, yet in the long run the U.S. Treasury and foreign treasuries 
Would also gain by the tax on income from a larger investment base. 

Therefore, we believe that the Congress of the United States should give favor- 
able consideration to H.R. 5, the Foreign Investment Incentive Act of 1959. 


STATEMENT BY JoHN T. NOLAN, ASSISTANT SECRETARY, TYLER REFRIGERATION 
Corp., NILES, MIcH. 


It was my desire to personally appear before your committee to present testi- 
mony in support of H.R. 5—the Boggs bill. However, as such a large number of 
qualified individuals requested similar opportunity and, witness time being of a 
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limiting factor, I felt it best to present my testimony in the form of a written 
statement for the study and consideration of your committee. Being associateg 
with a manufacturer whose annual sales approximate $20 million, I would like 
my testimony to be considered by you as representative of small business in gen. 
eral, as the problem involved is indigenous to all U.S. business regardless of size 
or classification. Further, the basis of my testimony is derived from day-to-day 
“grass roots” experience with the problem so I feel I may speak factually and 
freely to you and completely devoid of bandwagon or lobbyist appeal. In the 
main I have no special interest to promote other than the general welfare of al] 
the people of our great country and the economic system which has brought us 
the enjoyment of the greatest standard of living ever in the world. 

All too few Americans realize that for some time the United States has been 
entering a new era in foreign trade relations. Since World War II Americans 
have had it practically all their own way in filling what seemed an almost in- 
satiable demand for goods of all descriptions by foreign countries. Naturally this 
was so as the United States was practically the only source of supply. The fa- 
vorable balance in trade payments which characterized the postwar period 
brought about heavy demands for dollar exchange. Quite naturally the dollar 
assumed new dimensions as a world currency and as an international medium of 
confidence and stability. New dimensions were also achieved by U.S. labor with 
4.5 million Americans being directly employed in producing the goods needed to 
fill our export requirements. 

With credit to UNRRA, the Marshall plan, and sound fiscal policies of an 
internal and bootstrap lifting nature, most of the war-torn countries of Western 
Europe and Asia have now been reconstructed and, with their productive capaci- 
ties in many lines of goods being either more than adequate to meet home con- 
sumer demands, or through policies of domestic self-denial, they have been 
reaching out and making substantial inroads in the field of international trade 
as may be evidenced by factual data on the present status of imports and exports 
as concerns the United States itself. To illustrate: 

1. In 1958 our exports of manufactured goods were only 2.4 times imports as 
against 3.2 times imports in 1956 and 3.4 times in 1954. The first quarter of 1959 
indicates a still lower ratio than in 1958. 

2. During the second half of 1958, the United States exported 10 percent less 
manufactured goods than during the first half of 1957. In comparison the 
Republic of West Germany increased its exports of manufactures by 14 percent 
and Japan by 6 percent. 

3. In 1956 the United States had an export surplus over imports of $4.5 bil- 
lion. In 1957 this figure reached $6 billion, being influenced to a considerable 
extent by the closing of the Suez Canal and major crop failures in some of the 
Western European countries. In 1958 this export surplus was reduced to $33 
billion. Preliminary figures for this year indicate a surplus of only around 
$1 billion. Offsetting against such surplus our foreign payments, capital ex- 
ports on both governmental and private account, increased U.S. tourist expendi- 
tures abroad, payments for such services as shipping and insurance, etc., it is 
not surprising that so many countries of the world were enabled to turn to free 
convertibility of exchange in the year 1958 alone, and that we now have a cash 
deficit in our balance of foreign payments for the first time in many years. 
This data should shock the complacency of the American people into a grim 
realization of the effects of our ill-fostered wage-price inflation spiral in the 
lessening of demand for American product abroad and the increased demand 
for foreign product by American consumers. In 1958 alone the cash deficit in 
our balance of payments amounted to $3.4 billion. From 1950 through 1958, 
taken as a whole, the accumulated balance of payments deficit totaled $13.7 
billion. Is it any wonder then that our gold reserves are flowing outwardly 
from our Federal repositaries at a rate calculated to steadily increase in future 
years unless we embark on a drastic change in policies? 

One possible corrective measure would be the imposition of appropriate pro 
tective tariffs to restrict the inflow of imports from abroad. This would be 
highly inadvisable from several viewpoints : 

1. Trade and communication lines of the world are constantly shrinking and 
no nation can safely pursue a policy of isolationism without detrimental effect 
to itself and the community of nations in general, whether it be in the field of 
commerce or otherwise. 

2. Such restrictions are generally followed by retaliatory measures on the 
part of the other nations effected with the result there is no overall gail 
inuring to the benefit of anyone. Years of effort have been expended to lift 
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the tariff bars to free commerce, it being almost universally conceded that free 
interplay of commerce is conductive to a higher world standard of living which 
nitimately benefits everyone. 

8 Trade tariffs are retrogressive in nature and the United States has already 
committed itself as a world leader to a policy of stimulating free trade by 
renewal of the Reciprocal Trade Act. Any reversal of this policy would not 
only bring retaliations but would precipitate a movement away from the more 
liberal trade policies that have done so much to promote the growth of world 
trade and resulting prosperity in the last few years. Further, and this is 
highly important to our self-preservation, the United States is no longer self- 
dependent on a wide array of basic raw materials so vitally needed not only for 
defense purposes but for peacetime productive needs. 

The practical and immediate solution are measures calculated to promote and 
stimulate the exportation of American product. Only through these means can 
the United States maintain consistency in the administration of its foreign 
policies, continue its leadership in international trade, provide for continued 
high levels of employment in this country to keep pace with an increasingly 
growing population, and inject needed confidence into the dollar as a medium 
of world currency. 

American industry has the innate capacity to do the job by utilization of the 
very same productive and technical abilities that domestically has made this 
country the model of the world. In consideration it does not ask for govern- 
mental subsidiaries of any kind but simply basic understanding and realization of 
the problems and risks inherent to the task. To do otherwise would be to 
foster the very economic doctrines of the enslaved populaces of the world that 
the American taxpayers have paid billions to expose for what they are. Can 
American industry possibly be accused of asking for too much with so much 
to be ultimately gained by not only our people but the world as a whole? 

The figures I pointed out to you above should demonstrate rather convincing- 
ly the critical need at this time to eliminate the many and various artificial 
complexities engendered by our Government for American industry to compete 
in the arena of world trade. No other nations would think of imposing road- 
blocks on the abilities of its industries to export for on the ability to export 
evolves a Nation’s ability to import and survive. 

Because of lack of governmental understanding compounded by a high and 
retrogressive tax structure that is not inducive to vitally needed regeneration of 
investment capital, it has been necessary for American business firms to incor- 
porate their foreign trading activities under such foreign flags as Panama, 
Switzerland, Liechtenstein, Libera, Venezuela (to name but a few of the inap- 
propriately termed tax “havens” or “sanctuaries”). It is a sorry reflection on 
our dignity as Americans that no other nations of the world follow international 
trade policies forcing their private industry to employ such illogical and shame- 
ful procedures if for no other reason than respect for the flag of their home- 
land and the principles for which it stands. Not so with the United States, 
with the result we have been subjected to world ridicule and, what is worse, 
a mounting resistance to purchasing of U.S. products has been developing caused 
by the cumbershome documentary procedures and details necessarily having to 
be utilized by the American exporter to avoid a sale as constituting taxable 
income from sources within the United States. Time was when foreign demands 
for American products were such that the American exporter could practically 
dictate the terms of sale. This time is past. The foreign importer for some 
time now has been in the enviable position of being quite selective as from whom 
he shall buy, the price he shall pay, and when and how payment shall be made. 
As would an American importer, he is resentful of being told that order nego- 
tiations can only be concluded in a certain artificial way, that payment for the 
goods can only be made in a certain artificial manner through certain banks 
and under certain documents containing certain phraseology completely for- 
eign to time-honored custom. He is resentful that all too often he is denied his 
choice of brokerage agency, of insurance carrier, and of possession or control 
of the very goods themselves until arrival ex ship port of entry. He is further 
resentful of the fact that on too many occasions the illogical dictates of the 
American exporter result in unnecessary delays, not understandable to him, in 
receiving the goods or, what often happens, the expiration of underlying letters 
of credit to the consternation and expense of both himself and the American 
exporter. In sharp contrast, competitive exporters from other foreign countries 
can offer him “clean” terms of sale, “clean” delivery and payment, and usually 
a far better price, as labor costs nowhere in the world approach American stand- 
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ards in this respect. Furthermore, the foreign exporter can offer credit arrange. 
ments out of reach of the American exporter for the reason his terms are backed 
and guaranteed by the government of exportation. It is no wonder then that 
foreign purchasers are looking elsewhere than the United States to fill their 
product needs as exemplified by the data previously mentioned. The proof of 
the pudding is in the eating. 

Many American businesses have concluded it necessary because of their 
particular circumstances to export American personnel abroad to guard against 
still another uncertain requirement of U.S. tax laws, namely substance of their 
foreign incorporated and based venture. This can only be done at great expense 
and more often than not at the resistance of the personnel affected as they 
quite understandably resent the uprooting of their U.S. family life and the 
deprivation of their children of the American educational system in which we 
pride. Not only that but considerable personal income tax dollars are per. 
manently lost to the U.S. Treasury. From the standpoint of the small US, 
businessman, the large expenditures necessitated by such personnel exportation 
is inherently prohibitive so again he is the loser in his constant battle with 
bigger business. 

Not only are the present artificial restrictions on the exportation of goods 
unduly burdensome and totally unnecessary, they are illogical to the intelligence 
of any qualified economic theorist. 

The Boggs bill is a much too long delayed but forward step in the right 
direction to bring our export operations back to the shores of our country 
where they should always have been in the first place. Its incentives in the 
way of tax treatment from a deferral aspect represent no departure at all 
from what is now the case with foreign-based companies. If any criticism 
is to be justly leveled at the Boggs bill, it is that it doesn’t go far enough to 
eliminate the many arbitrary, illogical, and confusing requirements set forth 
by the U.S. Treasury during the last two decades in its abortive attempts to 
define what activities constitute taxable income from sources within the United 
States with the end result of strangulation of U.S. export potential and our 
overall economy as a whole. 

American businessmen recognize and appreciate the need for the exercise of 
diligence on the part of the U.S. Treasury Department in carrying out the 
enormous task assigned to it. However, without the legislative guidance of 
Congress in a field so vital to the economy of our people and so essential to the 
collective security of the free nations of the world, our Treasury Department 
will continue to flounder with resultant damage to our national prestige and 
the loss of hundreds of millions of tax dollars to our Treasury. There has 
existed for many years a well-recognized need for coordination between the 
policies of the Departments of State, Commérce, and Treasury in the field of 
international trade and business. It is due time for Congress to pick up the 
reins and through legislation not only make a clear and positive pronouncement 
of our national policy in this regard but to implement it with necessary and 
unmistakable guideposts for the various departments to follow in formulating 
rules and regulations thereunder. 

In the legislative history of Congress there has been but very few proposed 
bills that have met with the unanimous solidarity of support of all types and 
sizes of business as has characterized the Boggs bill. Only one objector has 
raised a voice in opposition, the U.S. Treasury Department. Therefore, it be 
hooves us to analyze with thoughtful care the various objections interposed by 
this department to determine what foundations, if any, they may have. 

The Treasury contends that enactment of H.R. 5 would result in a loss of 
revenue of some $300 to $500 million annually. Are these figures fact or merely 
assumptions? If fact, from whence have they been derived? Certainly they 
must have at least some basis in fact to be backed by the prestige and reputation 
of that Department. Why, however, has not the Treasury Department come for- 
ward to publicly explain these figures and present an orderly breakdown of their 
composition. and derivation? I submit that the time is not opportune to play 
loose” with unauthenticated figures when such a large and vital segment of our 
national economy and that of the free world is at stake. a, 

Even assuming the Treasury has an actual basis in fact for such “loss 
figures, is it too much to pay for winning over and maintaining on the side of 
freedom and democracy the nations of the world which, incidentally, is one 
of the basic tenets of our bipartisan foreign policy. Or do we intend our pro 
nouncements on foreign policy to be mere words unimplemented by positive 
action or, worse yet, are such pronouncements made in the spirit of the prover 
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bial fork-tongued Indian? Let no man be guiled. The Sino-Soviet trade of- 
fensive is the Communist foreign policy in action. It is a state-controlled and 
jominated force that we must reckon with if for no other reason than simple 
urvival. 

, U.S. Government aid to the free countries of the world has cost the American 
taxpayers billions of dollars to date. For the most part it has been well spent 
despite instances of gross abuse and maladministration. Again assuming the 
Treasury figures to be correct, can they possibly have any significance when 
you consider that all American industry is attempting to do is to substitute 
its private capital, to the extent physically possible, for the billions of tax 
dollars of the American public annually spent for foreign aid programs. Do 
not the Treasury figures lose their validity as tax dollar income “lost” when 
considered against tax dollar expenditures “saved”? 

Mr. Ralph E. Burgess, economist for the American Cyanamid Co., has al- 
ready testified before your committee that the Boggs bill would only cause 
a loss of revenue not to exceed $183 million at a maximum. His estimate was 
based on an actual survey conducted, the results of which reflected those Amer- 
ican industries which account for 34 percent of American export—a most excel- 
lent sampling. I humbly submit with all due respect for Mr. Burgess that, 
considering only the tax deferral aspects of H.R. 5, it is quite obvious that no 
possible loss of revenue could result but only “gain”. This is for the reason 
that foreign based American export operations are today on a U.S. tax deferral 
basis and the transition to a U.S. foreign business corporation would naturally 
involve no changes in that respect. Its only immediate effect would be de- 
ferral of additional tax dollars of a number of U.S. firms not yet conducting 
their export operations through a foreign based company. Interesting to note, 
however, is that the survey used as a foundational basis for Mr. Burgess’ 
figures also revealed that most of these firms would utilize a foreign based 
operation anyway if the legislation envisioned by H.R. 5 fails to materialize— 
so such tax dollars would be deferred regardless. 

The Treasury figures appear to me to be analogous in effect to the use of 
slogans which are but simply contrived devices or artifices employed to arrest 
positive thinking. The bare truth of the matter is that H.R. 5 can only pos- 
sibly result in substantial “gain” in that millions of tax dollars would accrua 
toour Treasury as follows: 

1. H.R. 5 can only be viewed as a long-range proposition. Employment of tax- 
deferred capital for foreign investment is generative of a chain reaction the end 
result of which is a more accelerated compounding of such initial capital which 
is otherwise not feasible of being accomplished under our retrogressive system 
of corporate and personal taxation. The U.S. Treasury would be a direct benefi- 
ciary through an enormously larger tax base for its rates to apply, such base 
consisting of earnings that otherwise would be nonexistent without the basic 
machinery for regeneration that the Boggs bill would provide. 

2. Increased American exports would naturally result in proportionately 
increased productive and economic activity domestically, thereby increasing the 
U.S. corporate and personal tax base. 

8. Foreign investment of earnings derived from exports would have the 
normal and desired effect of increasing the standard of living of the world 
as a whole, thereby generating demand for new and better products which, if 
the United States continues its now challenged leadership in technology and 
science, would assure our country of continued and rising prosperity to the 
ultimate benefit of the U.S, Treasury. 

4. Through the repatriation of corporate income and other taxes presently 
payable to the various foreign countries of incorporation. 

5. Through the repatriation of foreign income and other taxes, in addition to 
purchasing power, presently being paid abroad by the thousands of American 
personnel now based overseas because of the uncertainty of the present so- 
called “substance” requirement. 

6. Through the substantial reductions in the heavy overhead and operating 
expenses now incurred by our foreign based export operations because of the 
ill-designed regulations of the Treasury Department relative to source of income. 
Further, such expenditures as are necessary regardless of operational base would 
be expended here in the United States, thereby generating further U.S. economic 
activity from a domestic viewpoint and an increased U.S. tax base. 

In answer to Treasury concern over the possible length of time that would be 
variously involved before earnings would be repatriated home and subjected to 
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U.S. tax, suffice to say that such income must eventually be distributed to 
stockholders who will understandably insist upon it. 

The Treasury Department would further restrict tax deferral to earnings 
derived solely from the underdeveloped countries of the world. Such limits. 
tion would be more lacking in reality than the Treasury figures on change jp 
revenue for the following reasons: 

1. The underdeveloped countries of the world are those that necessarily 
have to maintain a rigid restrictive quotas on imports. Naturally, American ey. 
ports to such countries are de minimus in comparison with total U.S. exports 
as a whole. It logically follows that investment of export earnings in such 
countries would hardly be of sufficient quantity to do anyone any good what- 
soever. To shroud H.R. 5 with such limitation would be to render it a complete 
nullity. 

2. All foreign investment is of a risk nature even in the developed countries, 
The more underdeveloped the greater the inherent risks which include, but 
are not limited to, expropriation, inconvertibility, instability of government, 
lack of trained personnel, inadequate lines of transportation and communication, 
not to mention anything of the problems inherent in language and customs bar- 
riers to name but a few. From whence then is such desired investment capital 
to be derived? From U.S. sources? Ever increasing U.S. interest rates should 
point out quite convincingly the present scarcity of capital funds within the 
United States for domestic purposes let alone for risk ventures of a foreign na- 
ture. The source of such funds can only be found in tax deferred earnings de 
rived from both developed and underdeveloped regions without distinction. 
Otherwise present foreign based companies of pseudo-U.S. nationality could 
hardly be convinced to switch to a U.S. foreign business corporation in sacrifice 
of their existing advantages. 

8. As only tax deferral is involved why distinguish between earnings derived 
from a particular foreign source? Also who or what is to be the determining 
factor in designating a country as developed or underdeveloped and, further, 
what happens when a particular country’s designation is changed to one of 
a developed category after substantial investments therein having been made 
by American business through the instrumentality of a foreign business 
corporation? 

The only soundness to the Treasury recommendation is the recognition of 
the need for private U.S. assistance to the underdeveloped nations of the world. 
As to the means for accomplishing same the Treasury’s thinking is completely 
negative and without foundational support by any exercise of imagination. 

In closing, although my statement had been directed principally at section 2 
of H.R. 5, I emphatically and without reservation endorse the proposed legisla- 


tion in its entirety. Rarely has there been so much to be gained from so little 
asked. 


STATEMENT TO THE House Ways AND MEANS CoMMITTEE BY Victor G. REUTHER, 
ADMINISTRATIVE ASSISTANT TO THE PRESIDENT, UAW 


In support of statement being presented to your committee by AFL-CIO, we 
present the following summary of our position in opposition to H.R. 5 in its 
present form and suggesting certain amendments which, in our view, would be 
needed to make it fair to the interests of American workers, employers, tax- 
payers, and the general welfare. 

The great need for social and economic capital in the underdeveloped and most 
other countries of the world is apparent. Our concern with this problem has 
led the UAW to support extensive Government grants and loans to these countries. 
We agree with Adlai Stevenson, Paul Hoffman, Eric Johnston, and others in both 
parties who see the need for a much more massive program than we have 
today." We have urged in the past, and continue to urge that the United States 
earmark annually a part of the increase in our production each year, for 
example, 2 percent of our national income, to assist in worldwide economic 
development. 

Several proposals are currently being advanced with the claimed purpose of 
meeting the need for economic capital by stimulating additional American 
private investment abroad. This would be done by adding to and extending 


1For Mr. Stevenson’s observations on this point, see his speech delivered at the Uni- 


versity of Illinois on May 12, 1959, and inserted in the Congressional Record of May 26, 
1959, by Senator Fulbright. 
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the existing loopholes in the corporation profit tax, previously created as induce- 
ments to foreign investment. The most prominent of these proposals is the Boggs 

ill (H.R. 5). 

F The UAW opposes these proposals unless the benefits which would accrue to 
American corporations are clearly limited to those resulting from new invest- 
ments in the underdeveloped countries. 

Our objections are based on the following reasons: 

1. Experience shows that such tax incentives, unless restricted to investments 
in the underdeveloped countries, are ineffective in directing investment to these 
countries, where the need for social and economic capital is the greatest. 

2. We are not opposed in principle to U.S. private investment abroad; we are 
not opposed to it in practice when it competes fairly in the country where the 
investment is made, asks no special concessions or favors, and maintains fair 
wages, hours, and other working conditions. 

8. The tax loopholes proposed in H.R. 5 would create windfalls for large 
corporations at the expense of American taxpayers as a group, shifting a sig- 
nificant part of the tax burden from the highly profitable corporations which are 
best able to bear it to the middle- and low-income families of this country. 


DISCUSSION 


The proposals embodied in H.R. 5 and similar bills have the support of many 
people who are genuinely interested in the economic welfare of the underde- 
veloped countries and who see them as one way of meeting part of the massive 
need for new capital in these countries. However, proposals modeled on H.R. 5 
are being supported by officials in the administration and by others as a way of 
avoiding what this country must do as its share in providing Government loans 
and grants to these countries. 

Many supporters see these proposals also as a way of promoting free enter- 
prise in countries which are creating economic patterns of their own which do 
not conform in all respects to ours. Subsidized American free enterprise plants 
are thus expected to take the place of the Government-financed enterprises being 
created to fill the needs in countries where local private capital is not available. 

Certainly, the corporations and trade associations which support these pro- 
posals so vigorously are aware of the large sums of money which they will be 
allowed to keep in their treasuries instead of paying them in Federal taxes, if 
these proposals are adopted. Their concern is primarily if not exclusively 
directed at improving their profit yields. 

Tax concessions to stimulate investment abroad have existed for years. AS 
far as the underdeveloped countries are concerned, the effects of these conces- 
sions have been nearly inconsequential. 

Of the $25 billion invested abroad by American business as of 1957 it is 
estimated that $2.3 billion have been invested in the underdeveloped countries. 

As American private investment abroad rose by $13 billion between 1950 
ot 1957, investment in the underdeveloped countries rose by slightly more than 

1 billion. 

The ineffectiveness of tax incentives in meeting U.S. foreign policy needs in 
this respect was underlined by Assistant Secretary of Commerce Harry Kearns 
in his testimony before the House Ways and Means Committee recently. Mr. 
Kearns said: 

“The present pattern of private investment abroad is not adequately respon- 
sive to current world needs. By far the larger amounts of our existing private 
investments abroad are not in those areas where the effects of the Soviet eco 
nomic offensive are felt most keenly * * *” (p. 23). 

There is no reason to expect that the present proposals, if adopted, would 
significantly change the existing pattern of investing money where the profit 
returns are expected to be highest—in the countries which need the capital 
a egg ignoring the tremendous need for capital in the underdeveloped 
countries. 

If capital is allowed to concentrate in a few countries where investment is 
already profitable or where oil and other extractive industries offer high profits, 
the damage to the American position in these areas may be greater than what 
the added capital accomplishes economically. Well-developed as well as under- 
developed countries come to resent American control of their industries and their 
resources and the impact this control has on their culture. What has happened 
in Canada, Australia, and in some of the countries of South America is illustra- 
tive of the danger. 
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Even the underdeveloped countries who urgently need large sums of outside 
capital for social and economic investment have made it clear that they much 
prefer to get this capital through the U.N. and similar governmental plans. The 
introduction of American private capital into these countries through plans 
subsidized by any one government brings back in some areas of the world 
memories of colonialism and economic imperialism. 

The support by the administration of proposals for tax incentives, particu- 
larly when seen against the refusal of the administration to support SUNFED 
adequately, lends credibility to the Russian charge that our purpose is economic 
imperialism, not the development of the emerging countries. 

Similar concessions already in effect cost the American people a great deal 
of money each year. Adding to and extending these concessions will increase 
the burdens on taxpayers generally, as they are required to make up this addi- 
tional loss in tax revenue. 

Precise estimates of the loss already incurred are not available. 

If the Boggs bill or a similar proposal is adopted, the tax loss to the American 
Government will increase. According to Congressman Boggs, estimates of the 
additional revenue loss resulting from his bill have ranged as high as $500 
million per year. It is estimated that the tax loss resulting from the proposals 
reportedly favored by the administration in its version of the Boggs proposal 
would increase present tax loss by about $100 million a year. These estimates 
appear to be based on some assumptions as to amount of increase in investment 
and resulting profits. 

We are opposed to subsidizing or giving any other favors, concessions, or 
incentives to private industries which export U.S. profits to already industrial- 
ized countries for investment in plants paying one-fourth to one-third of U.S. 
wage rates for labor of comparable productivity and produce in competition 
with U.S. products in the American and other parts of the world market. Tax 
concessions such as proposed in H.R. 5 would subsidize and aggravate this 
already substantial unfair competition. 

We favor channeling the largest possible share of loans and grants that are 
necessary for primary economic development through the United Nations, its 
specialized agencies, and regional complements. However, we recognize the 
possibility that private investment may play a role in the economic and 
technological modernization of the underdeveloped countries. We would there 
fore support such an incentive as is proposed in H.R. 5 if: 

(1) the tax concessions or subsidy were clearly limited to new enter- 
prises in underdeveloped countries ; 

(2) an agency were established to review the utility of the investment 
in relation to any development program that the receiving nation may have 
established ; 

(3) such an agency were authorized to see to it that minimum labor 
standards relating to wages, hours, working conditions, and the democratic 
right to organize and bargain collectively were observed by the enterprise 
benefiting by the tax subsidy, the subsidy to be withdrawn if these standards 
were violated. 


STaTEMENT or G. J. Trcoutat, VICE PRESIDENT, CROWN ZELLERBACH CokpP. 


My name is G. J. Ticoulat. I am a senior vice president and member of the 
board of directors of Crown Zellerbach Corp. I have also been recently desig- 
nated as president of Crown Zellerbach Corp. International, a new oversea sub- 
sidiary to be established by the parent company. The purpose of the proposed 
international subsidiary will be to provide Crown Zellerbach greater scope for 
activity abroad along the lines generally envisioned by the Foreign Investment 
Incentive Tax Act of 1959. 

I would like to inform the committee that it had been my intention to testify 
personally in favor of H.R. 5. However, it was not possible for me to be in 
Washington during the period of the committee’s hearings because I was out of 


2The fact that a significant loss has been incurred can be seen from the fact that » 
1950 American corporations which earned approximately $1.5 billion on their foreign su 
sidiaries and branches only paid about $75 million in taxes, an average rate of 5 percent. 
While some of this money was earned in the oil and other extractive industries in whic 
all American corporations enjoyed unconscionable tax concessions, this 5 percent rate 
stands in sharp contrast to the 52 percent corporation profits tax rate paid by American 
corporations generally. 
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thecountry atthetime. I am, therefore, taking the alternative of submitting this 
written statement for the committee’s record. 

Before explaining my company’s reasons for urging the adoption of H.R. 5, I 
wish to point out that Crown Zellerbach Corp. has been active in the export mar- 
ket for 30 years. Our shipments to foreign countries currently have an annual 
value of approximately $9 million and include such major grades of paper as 
newsprint, kraft wrapping papers, and tissue papers, as well as finished paper 
roducts. 

. We are convinced that the constructive use of tax policy can effectively stimu- 
late a healthy climate for international trade. Under the Western Hemisphere 
Trade Corporations Act, for example, we established the Crown Zellerbach Over- 
seas Corp. in 1953 as a wholly owned subsidiary of the parent company. The 
foreign trade incentive provided by this legislation through a 14-percentage-point 
reduction in applicable corporate taxes encouraged us to take greater risks in 
developing our Latin American markets than we might have taken under different 
conditions of taxation. This legislation has been an important factor (a) in 
strengthening our ability to compete effectively in the Western Hemisphere export 
market, (b) in the expansion of our export business in this part of the world, and 
(ce) in increasing our earnings from exports, with consequent increases in the 
tax revenues on export income paid by the company to the Federal Government. 

If constructive tax policy can effectively stimulate the export of American 
products abroad, as the illustration just cited so well demonstrates, it can also 
be utilized to encourage the export of American capital to foreign countries, to 
the general benefit of our foreign economic policy. 

Indeed, the wise use of tax policy to promote the export of capital is today 
more essential than ever before, not only to assist the growth of underdeveloped 
countries as a free world objective, but also as a means of assuring the United 
States its fair share of international trade. In my own company, for example, 
we have every intention of continuing our aggressive export marketing program. 
But we are also aware of the international trend toward the local manufacture 
of paper and paper products. This development is pronounced in the highiy 
industrialized countries of the world, of course, but it has also appeared in the 
less developed countries of Latin America, Africa, and the Far East. We feel 
strongly that, because of the broad industrial and consumer uses of paper and 
paper products, the local manufacture of paper will do a great deal to improve 
the economic well-being of the various countries. 

Not only to protect our existing markets but to develop future markets, we 
know that we will need to work increasingly with the paper industry in those 
countries where it already exists and to help build the industry in many coun- 
tries which now lack their own productive facilities. We know that this can be 
accomplished by investing in mills and converting plants, by entering into joint- 
venture agreements, licensing arrangements, the provision of private technical 
assistance, and other means. 

Constructive tax policy will encourage this general development in many in- 
dustrial fields and enable private American capital to play its great potential 
role in the fulfillment of our foreign economic objectives. 

In our opinion, the Foreign Investment Incentive Tax Act of 1959 introduced 
by Congressman Boggs is a significant step in developing the kind of construc- 
tive tax policy which will build the climate necessary for an expanded volume of 
American oversea investment. 

There are several important tax proposals contained in the various sections 
of H.R. 5. However, the crux of the legislation is contained in section 2, which 
sets forth a new tax policy on oversea investment by American firms. Section 2 
would anthorize the establishment of a special class of U.S. corporations to be 
known as foreign business corporations, which could operate from headquarters 
in the United States. These companies would be permitted to defer payment 
of U.S. taxes on income earned from sources outside the United States, until 
their earnings had been returned to this country for distribution. Repatriated 
earnings would be subject to normal corporate income taxes. 

We are aware of the Treasury Department’s reservation that the operations 
of foreign business corporations should be confined to underdeveloped coun- 
tries, in order to reduce possible losses in tax revenues. However, in our opin- 
ion, aside from the administrative and political complications involved in the 
Treasury Department’s proposal, the stimulation of U.S. investment and earn- 
ings abroad resulting from the passage of H.R. 5 would more than compensate 
for any temporary reduction in tax revenues and would result in higher tax 
revenues in the long run. 
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As an American corporation in the process of formulating a new international 
program, Crown Zellerbach believes that this proposal would have long-range 
beneficial effects both in terms of its own planning and in terms of American 
industry as a whole. In those areas where we are able to make a promising 
start, through direct financial investment or technical assistance, it would very 
likely lead to accelerated reinvestment of earnings. Multiplied many times over 
a considerable number of American firms, this use of capital to extend invest- 
ment abroad could become a significant instrument of foreign economic policy. 

We fully recognize the importance of the other provisions of H.R. 5, in 
particular sections 3 (on facilitating the transfer of property from a U.S. corpo- 
ration to a foreign corporation) and 4 (on extending the tax provisions of the 
Western Hemisphere Trade Corporations Act to cover all foreign countries), 
and believe that these proposals would usefully support the main proposal con- 
tained in section 2. Presumably the committee will examine the possible effects 
of these particular sections of the bill on tax revenues. From our point of view, 
as I have indicated, we believe that the more favorable circumstances for over- 
seas investment established by a change in tax policy will in the long run lead 
to higher tax revenues from income earned abroad and distributed in this 
country. 

In summary, we join the American Paper and Pulp Association in recommend- 
ing the enactment of H.R. 5, especially the proposal to defer taxes on income 
which is reinvested abroad. We believe that H.R. 5, if adopted by the Congress, 
will play a significant role in bringing private American capital into rightful and 
beneficial support of the principal goal of U.S. foreign economic policy: to 
further strengthen the general economy of the free world and thereby help 


assure the independence of free nations in the years to come. 


STATEMENT BY STANLEY H. RUTTENBERG, DIRECTOR OF RESEARCH, AFL-CIO, on 


BEHALF OF THE AMERICAN FEDERATION OF LABOR AND CONGRESS OF INDUSTRIAL 
ORGANIZATIONS 


The AFL-CIO has consistently supported efforts to encourage U.S. private 
investment abroad within the context of economic and political realities. H.R. 
5 states that it is designed to accomplish three main goals: “to encourage pri- 
vate investment abroad”, “thereby promote American industry” and “reduce 
Government expenditures for foreign economic assistance”. Economic and 
political realities, however, indicate that, in its present form, it might accom- 
plish the first of these aims in such a way that the other two goals could not be 
realized. Despite its stated objectives, therefore, H.R. 5 fails to provide in- 
centives to encourage the kind of investment or achieve the kind of results most 
essential to the well-being of the free world. Instead, this bill would merely 
continue and expand the current pattern of U.S. private capital movements 
overseas—a pattern already disproportionately shaped in favor of the larger 
corporations, of developed nations, and of the extractive industries, and away 
from the crying needs of the underdeveloped nations of the world for industriali- 
zation. The latter nations need and receive the most U.S. foreign economic aid. 
Since the bill would not aid them enough, it could not reduce foreign aid com- 
mitments. In fact, servicing the investment in developed countries would ulti- 
mately be come increasingly expensive. Because of these and other effects, we 
urge that H.R. 5 not be reported favorably by the Ways and Means Committee 
to the House of Representatives, 


TO ENCOURAGE PRIVATE INVESTMENT ABROAD 


The implication of this broad objective is that any movement of private capital 
overseas will enhance the U.S. goals and help solve international problems. 
World conditions at this time make such broad and sweeping generalities un- 
realistic. There is a dearth of U.S. private capital in those countries with the 
grestest need, the underdeveloped nations of Africa and Asia, and the non- 
extractive industries of Latin America. The capital which does flow to such 
countries is often invested solely to extract natural resources without develop- 
ing or industrializing the economies of the underdeveloped lands. 

The provisions to accomplish this aim are thereforé too broad in scope. It 
is our view that private foreign investment by U.S. companies should be encour- 
aged and facilitated, but at this time, such encouragement should be directed 
to those places where the need is most desperate. 


> 


ional 
‘ange 
rican 
ising 
very 
over 
vest- 
liey. 
), in 
orpo- 
f the 
ies), 
con- 
fects 
view, 
over- 
lead 
this 


\end- 
come 
ress, 


FOREIGN INVESTMENT INCENTIVE ACT 513 


The picture of recent capital movements illustrates the pattern which would 
be continued unless specific provisions for specific direction of the funds were 
included. Since 1950, the amount of U.S. private foreign investment has more 
than doubled—from about $12 billion to over $25 billion in 1957, the latest 
figures I have available. But the nations most urgently in need of economic 
development, the Afro-Asian nations, have received the smallest part of this 
investment. Over two-thirds goes to Canada and Latin America. Of the re- 
maining third, only about $100 million annually finds its way to the Afro-Asian 
nations. Of the total $25.2 billion, 33 percent is in Canada, 35 percent in Latin 
America, and another 16 percent in Western Europe. Only 12 percent is in- 
yested in other parts of the world. 

Nor is it enough just to look at the location of the investment: the kind of 
investment is equally important. The underdeveloped countries of the world 
need to build strong economies and to industrialize, if they are to become suffi- 
ciently strong to maintain a place among the free nations of the world. Yet 
two-fifths, 40 percent of all U.S. private foreign investment, is in petroleum 
and extractive industries. Less than a third, $8 billion, is invested in manu- 
facturing. Only 8 percent of that $8 billion is invested outside Canada, Western 
Europe, and Latin America. 

Nothing in H.R. 5 would change this pattern. In fact, by extending the West- 
ern Hemisphere trade corporation to the rest of the world and by creating the 
foreign business corporation to defer U.S. taxes on income earned abroad until 
such income is returned to the United States, the bill merely gives a blanket 
endorsement for capital to continue to move, as it has in the past, to the more 
advanced nations of the world, to the petroleum and extractive industries of 
various nations. Suppose, in the next decade U.S. private foreign investment 
doubles once again—will the Afro-Asian nations’ share of $200 million annually 
seem reasonable or will they have sought enongh help elsewhere so that U.S. 
investments or interests will no longer matter? 


TO REDUCE GOVERNMENT EXPENDITURES FOR FOREIGN ECONOMIC ASSISTANCE 


The assumption that tax incentives to extend all private investment would 
reduce Government spending for foreign economic assistance is therefore erro- 
heous. Since, as we have seen, the investment will not go to the countries 
where the need for aid is greatest or to the kinds of development most pro- 
ductive of viable economies, the goal of reducing foreign aid expenditures is 
deceptive. 

Equally important, it ignores major reasons for the reluctance of investors 
to place private capital in underdeveloped nations. Tax incentives in them- 
selves will not be sufficient inducements, and may not even be necessary if other 
actions are taken. 

Private capital requires protection against confiscation and ability to convert 

earnings back into U.S. dollars before it will move to other lands. Nor will 
private capital move to areas where transportation, power, education, and 
training of workers, and other facilities are so deficient that private investment 
would not be worthwhile. Private funds have not and cannot adequately develop 
these facilities. To get the necessary private funds in these areas, to reduce 
foreign aid problems in the future, it is essential that the Development Loan 
Fund be extended and that an International Development Association, along 
the lines suggested by Senator Monroney and President Eisenhower, be estab- 
lished. Tax incentives are not the first or even a primary need for the purpose 
stated in this bill. 
_ What is really needed is specific encouragement of investment in the process- 
ing of the extracted raw materials into finished and semifinished products for 
local consumption. This integrated processing of products by local populations— 
from extraction, to manufacturing, to marketing, to merchandising—is the kind 
of integrated investment not now present. Certainly it would no be brought 
about with the passage of H.R. 5. But this very kind of integrated investment 
would help to industrialize the have-not nations and to improve their standard 
of living, to make their economies strong enough to withstand political pressures 
so destructive of the free world’s needs and purposes. 

For these reasons, we oppose the creation of the foreign business corporation, 
as well as the international trade corporations. Their blanket incentives to 
all types of corporations for any kind of investment—willy-nilly in any part 
of the world—will not solve the urgent needs of this time in the context of 
present economic realities. In fact, a continued disproportionate movement 
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of U.S. private capital could have unfortunate political effects as the haye- 
not nations witness the U.S. efforts to provide them with even less of a greater 
investment flow. 

If the Boggs bill, as H.R. 5 has been called, were reoriented to attempt to 
encourage investment in development projects essential to the industrializa- 
tion of less-developed nations, it would have the wholehearted support of the 
AFL-CIO. 

TO PROMOTE AMERICAN INDUSTRY 


As long as the bill remains in its present form, however, unless other legis. 
lation is enacted before its passage, the assumption that it would aid American 
industry is also erroneous. Because investment overseas will eventually come 
home to roost in terms of U.S. trade policy, H.R. 5 in its present form and 
under present conditions, will create, rather than remove, international trade 
problems for the United States. 

Until the United States is prepared to extend its multilateral trade objec- 
tives with provisions for International Fair Labor Standards and for a trade 
adjustment program to avoid injury from the receipt of increasing quantities 
of imports, the Congress should not encourage stepped-up undirected U.S. foreign 
investments. 

In 1955 Dr. Roy Blough expressed clearly the fallacy of assuming that mere 
encouragement of foreign investment will automatically be beneficial to the 
international trade positions of the United States. In a paper presented to 
the Joint Economic Committee of the Congress on the question of the economic 
philosophy of foreign investment, Dr. Blough explained why a blanket increase 
of present kinds of foreign investment, such as this bill encourages, would 
not promote American industry, but would increase already difficult problems 
in terms of America’s international trade position: 

Dr. Blough explains, “* * * an increase in private foreign investment would 
permit the United States to maintain a high level of exports while reducing 
its public grants and loans abroad and not increasing its imports. But this 
is a postponement, not a solution, of the international trade problem growing 
out of our position as a creditor nation. The postponement might be an extended 
one if the volume of annual foreign investment were to rise rapidly over a 
long period of years. Sooner or later, however, if the private foreign invest- 
ments are to be serviced it will be necessary for this country either to supply 
the necessary dollars for servicing the private investment or to see its exports 
decreased.” [Emphasis supplied. ] 

As the figures quoted earlier in this statement indicate, there is no question 
that U.S. foreign investment in manufacturing has taken place mainly in ad- 
vanced countries with highly developed industries. There is also no question 
that these foreign industries, because of their efficiency, are highly competi- 
tive with American industries. If foreign investment is to be encouraged to 
promote this kind of new competitive industry in other nations, we must also 
be prepared to face the consequences and effects such competition will have on 
U.S. commercial trade policy. 

But the Congress of the United States has not adopted measures that will 
face this problem squarely. It has added restrictive measures to the Reciprocal 
Trade Agreement Act. These protective measures are designed to discourage 
imports, not to alleviate whatever problems are created by imports. It is con- 
tradictory for the United States to move in the direction of granting U.S. 
corporations tax incentives to invest in any type of business in any location 
the investors find attractive while simultaneously moving in the direction of 
restricting imports in our commercial trade policy. 

In order to keep the foreign investments profitable—in order to make the 
foreign investment meaningful—the United States will have to increase its 
imports and eventually reduce its exports. 

At this point, the U.S. Congress has not adopted an appropriate commercial 
trade policy to take care of problems from increased imports. The AFL-CIO 
had repeatedly asked the United States to include the concepts of international 
fair labor standards in its international trade policy. We have asked Congress 
to enact a Trade Adjustment Act to seek means of encouraging imports with- 
out injuring American industry and American jobs. But Congress has chosen 
only to permit steps to be taken to restrict imports when injury is threatened. 
This clearly jeopardizes the extension of multilateral trade. It also prevents 
the every rise in imports from other developed nations which increased foreign 
investment of the type encouraged by H.R. 5 will necessitate. 
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Until the Congress comes up with an appropriate commercial trade policy, 
therefore, any increase in foreign investment should be directed only to en- 
couraging such investment in the underdeveloped countries of the world, so 
that such areas may become more highly industrialized. Any other approach 
would “injure”, not “promote”, both U.S. industry and the U.S. trade position 
among the nations of the free world. 

As the Assistant Secretary of Commerce, Henry Kearns, explained to this 
committee last December, “Our Nation’s private trade and investment in for- 
eign countries are inseparable from its foreign economic policy which, in turn, 
isan integral part of our overall foreign policy.” 


CONCLUSION 


For these results, we recommend that this subcommittee and the Ways and 
Means Committee as a whole reject the Boggs bill, H.R. 5. We urge that serious 
consideration be given to developing a bill integrated into our overall foreign 
policy. Such a bill would create a climate that would help encourage foreign 
investment to reach the underdeveloped areas of the world, those most in need 
of the private capital this Nation has available to export. While many of the 
features of a desirable bill would not be within the province of this sub- 
committee or the Ways and Means Committee, any provisions should be written 
with recognition of the need for: 

(1) The prior expansion of the Development Loan Fund and the estab- 
lishment of the International Development Association. 
(2) Extension of the concept of guarantees, in addition to those against 
confiscation, and assurance of convertibility, etc. 
(3) Improved international commercial policy, including: 
(a) the concept of international fair labor standards 
(b) the Trade Adjustment Act for alleviating import injuries 
(4) Tax incentives designed to direct increased private capital move- 
ments to the less developed nations of the world for purposes that would 
improve the overall economic strength of those countries. 

Such legislation would have the support of the AFL-CIO and would further 

the interests of this Nation and the free world in a realistic manner. 


STATEMENT BY THE AUTOMOBILE MANUFACTURERS ASSOCIATION 


The Automobile Manufacturers Association recommends to the Congress that 
the provisions of the Internal Revenue Code of 1954 be amended to encourage 
private American investment abroad and thereby promote American industry and 
reduce Government expenditures for foreign economic assistance; and 

The association proposes this result be effected by the enactment of legisla- 
tion conforming to the basic principles underlying H.R. 5, the ‘Foreign Invest- 
ment Incentive Tax Act of 1959,” which the Association understands to be: 

1. Creation of special United States foreign business corporations which 
are permitted to defer payment of United States tax on foreign source busi- 
ness income until such income is distributed, thereby according to such 
foreign business corporations the same tax benefits enjoyed by foreign 
corporations, 

2. Nonreeognition of gain on the transfer of business property to foreign 
corporations for foreign business use without the necessity of obtaining a 
ruling from the Commissioner of Internal Revenue under the provisions of 
section 367 of the Internal Revenue Code of 1954. 

3. Extension of Western Hemisphere trade corporation tax status to do- 
mestic corporations doing business in any foreign country. 

4. An annual choice between the “per-country” and the “overall” limita- 
tions on the foreign tax credit. 

5. Credit for investment incentive waivers of tax by a foreign country. 

6. Nonrecognition of gain on the involuntary conversion of property of 
foreign subsidiaries. 
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MEMORANDUM ON TECHNICAL DRAFTING PROBLEMS IN H.R. 5,——FOREIGN INVESTMENT? 
INCENTIVE TAX ACT OF 1959 


This memorandum deals with certain technical drafting problems in H.R, 5 
where it is believed revision or clarification is needed, if the bill is to accomplish 
its stated purpose. 

Section 2. Foreign business corporations 

1. Proposed section 951(b) (2) (A) provides every distribution shall be deemed 
to be made out of reinvested foreign business income to the extent thereof, and 
out of the most recently accumulated such income. This apparently means every 
distribution shall be deemed to be out of foreign source income until such income 
is exhausted, after which United States source income will be deemed to be dis. 
tributed. Since United States source income will be immediately subjected to 
tax, it would seem reasonable to permit the foreign business corporation to dis- 
tribute the United States source income first, or at least in the proportion which 
United States source income bears to the total income in the year’s earnings out of 
which the distribution is made. 

2. The view has been expressed that the intention of the bill and its apparent 
effect is to disallow the use of the alternative tax on capital gains. It is difficult 
to understand why the alternative rate should be denied as to capital gains from 
sources within the United States. If the alternative tax on capital gains is not 
permitted under the bill, it is inconsistent to leave in effect with respect to 
foreign business corporations the provisions of Section 1211(a) limiting allow- 
able capital losses to the amount of capital gains. 

3. A dividend paid by one foreign business corporation to another would 
constitute a taxable distribution under proposed section 951(b) (3). To fully 
implement the stated purpose of the bill, it would be necessary to permit defer- 
ment of tax until such dividend is ultimately distributed to a stockholder who is 
not a foreign business corporation. This could be accomplished by providing 
for the exclusion of dividends paid to another foreign business corporation from 
the taxable amount of distributions and to require the recipient foreign business 
corporation to treat such dividends as reinvested foreign business income. This 
would, in turn, call for provision for the transfer to the recipient of applicable 
foreign tax credits. 

4. Proposed section 951(b) (4) sets forth how taxable income will be computed 
on distributions by a foreign business corporation. This provision appears to 
provide that taxable income would be the distribution “grossed up” to include 
U.S. tax. For example, assuming a U.S. tax rate of 52 percent and a distribution 
by a foreign business corporation of 50, the grossed-up amount would be 104 
and the normal tax and surtax would be 54. - However, the grossing up for the 
entire normal tax and surtax before foreign tax credit may produce a result 
which is disadvantageous when compared to the situation where the parent 
company owns a foreign subsidiary directly or through ownership of a foreign 
base company. 

To produce a result identical to that now obtainable where the distribution is 
made by a foreign corporation directly to the U.S. parent company, it would be 
necessary to provide that the amount of tax to be includible in gross income 
would include only the taxes actually paid (both United States and foreign) by 
the foreign business corporation with a respect to a distribution. For example, 
if we assume that a distribution of 50 is made out of profits of a foreign business 
corporation which consist wholly of dividends from a foreign corporation which 
has paid a foreign tax at the rate of 30 percent to its own government and on 
which the foreign business corporation has paid a foreign dividend withholding 
tax of 10 percent, the U.S. tax effects will be quite dissimilar, depending on 
whether the distribution is grossed up for the actual taxes paid or for the normal 
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tax and surtax. The following chart illustrates the differences in the two 
epproaches to the grossing-up problem : 


Distribution grossed-up 
for— 
| Actual taxes Normal tax 
} paid and surtax 
| 
Ifdistribution is 50 50 
Add taxes on distribution. - - -- 114 2 54 
Includible income for purpose of computing U.S. tax....-....-- 64 104 
52 percent of includible income- . 33 54 
Less foreign tax credit: | i 
Withheld tax (10 percent) (6) (10) 
Tax deemed paid (30 percent) - - - (19) (31) 
U.S. tax, after foreign tax credit..........----------------------- Ss 13 


1 Includes foreign withheld tax, 6, and U.S. tax, 8. 
2U.8. tax, before foreign tax credit, 52 percent of 104. 


It can be seen from the above that if the distribution is grossed-up for the 
normal and surtax before foreign tax credit the U.S. tax will be greater as 
compared to the situation where the distribution is grossed-up for only the 
actual taxes paid, Although, as shown in attached schedule A, the time of 
payment of tax would be accelerated, there would be no difference in the total 
amount of U.S. tax payable if all profits were eventually distributed since tax- 
able income would be limited to total reinvested foreign business income less 
includible reinvested foreign business income of prior years. 

5. As a result of the application of the grossing-up formula required by pro- 
posed section 951(b)(4), it should be noted, as explained in footnote 2 of 
schedule A, that in some years the U.S. parent might be required to pay U.S. 
intercorporate dividend tax on a distribution of foreign source income. 

6. Proposed section 951(b)(2)(C) provides that a foreign business corpora- 
tion shall be allowed the credits provided by section 901 against the U.S. tax for 
foreign taxes “attributable to the reinvested foreign business income out of 
which the distribution is made.” It seems logical to assume that with respect 
to a particular distribution the foreign tax credit would be based upon the 
“ineludible reinvested foreign business income” (i.e., the grossed-up amount of 
the distribution) and not upon the actual amount distributed to the parent 
company. It would appear that the language of this section should be clarified 
to make certain that foreign tax credit would not be denied on the amount of 
the difference between the actual distribution and the includible reinvested for- 
eign business income. 

7. The proposed amendment to section 243 provides that a corporation which 
receives a dividend from a domestic corporation out of reinvested foreign busi- 
hess income, as defined in proposed section 951, shall be allowed as a deduction 
an amount equal to 100 percent of the amount received as a dividend. It is 
believed that the American parent corporation still would be allowed an 85-per- 
cent dividends-received deduction for the U.S. source portion of the intercorpo- 
rate dividends received from a foreign business corporation. However, the bill 
should be clarified on this point. 
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Section 8. Transfers and reorganizations to facilitate private foreign investment 

1. The amendment to section 367 is limited to exchanges which arise out of, 
or in connection with, a transfer of foreign business property to a foreign cor. 
poration in exchange for its stock or securities. It would seem the proposed 
amendment to section 367 should be expanded to include the receipt by a for. 
eign business corporation of foreign business property from a foreign holding, 
trading, or manufacturing subsidiary. 

2. Under proposed section 367(c), voting stock of a corporation would qualify 
as “foreign business property” provided it was previously used indirectly by 
the transferor in the active conduct of a trade or business at least 90 percent 
of the gross income of which was derived from sources without the United 
States for, in general, a 3-year period preceding the date of the exchange. Such 
stock is deemed to be property used indirectly by the transferor in the active 
conduct of a trade or business if certain ownership requirements are met. It 
would appear that for this purpose the 90-percent gross income requirement must 
refer to the trade or business of the corporation whose stock is transferred and 
not to the trade or business of the transferor. It would also appear that the 
3-year period must refer to the gross income requirement and does not mean 
that the stock must have been used by the transferor for such period. Although 
any other interpretation would make this section meaningless, it would appear 
advisable to clarify the language of the section. 

8. It would appear that goodwill transferred to a foreign corporation might 
not constitute foreign business property. The transferor ordinarily would not 
be able to meet the gross income requirements under proposed section 367(c) 
with respect to its entire trade or business. Since a transfer of a foreign 
branch to a foreign corporation often involves a transfer of goodwill, it would 
seem reasonable to provide in this situation that the gross income requirement 
should apply to the portion of the transferor’s trade or business carried on 
without the United States and not to its entire trade or business. 

4. The requirement in proposed section 367(c) that a foreign subsidiary must 
own at least 50 percent of the voting stock of its subsidiary in order that the 
stock of the foreign subsidiary shall be deemed to be property used by the trans- 
feror in the active conduct of a trade or business, appears to be unduly restrictive 
in view of the increasing tendency of foreign governments to require substantial 
local ownership of industry. It is noted that the similar 50 percent ownership 
requirement in section 902(b) frequently results in loss of foreign tax credit, 
because many foreign countries require majority ownership by local nationals. 
It would appear reasonable, therefore, to reduce this ownership requirement to, 
say, 20 percent. 


Section 4. Extension of Western Hemisphere trade corporation status to inter- 
national trade corporations 
1. It is not entirely clear whether the bill is intended to permit a foreign busi- 
ness corporation to receive the benefits under section 921, if it qualifies under that 
section, as well as deferment and exemption of its stockholders from the inter- 
corporate dividend tax if it qualifies under proposed section 951. It appears that 
the bill should contain explicit language clarifying this question. 
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ScHEDULE A 
Illustration of acceleration of U.S. taw under Boggs bill, H.R. 5 


Foreign subsidiary is owned by— 
U.S. parent company Foreign business 
corporation 
lst year| 2d year| Total | lst year| 2d year| Total 
100.0 0} 100.0] 100.0 0 100.0 
Foreign tax. .....------~.---.----------2-+--+--------- 30.0 0 30.0 30.0 0 30.0 
70.0 0 70.0 70.0 0 70.0 
Dividends: 
Foreign subsidiary to— 
U.S. parent 35.0 35.0 
Foreign business corporation to U.S. parent 
U.S. taxes payable by— 
U.S. parent company: 22 percent of dividends !___ 7.76 
Foreign business corporation: 
Dividend grossed up 
Reinvested foreign business income. 
Less includible reinvested foreign business in- 
Includible reinvested foreign business income 
22 percent of includible income !....-.-..--.--..|-------- ee, een 12.5 2.9 15.4 
Summary ia 
Net proceeds to U.S. parent company-.............---- 27.3 27.3 54.6 27.3 | 227.3 54.6 
7.7 7.7 15.4 12.5 2.9 15.4 


1U.S, tax of 52 percent, less foreign tax credit of 30 percent. 

1 Since 100 percent dividends received deduction is limited to distributions out of reinvested foreign busi- 
ness income, it would seem that the U.S. parent company could be required to pay tax on excess of distribu- 
tion in 2d year over reinvested foreign business income. The tax would be 7.8 percent of (27.3—13.1) or 1.1 
and the net proceeds for the 2 years would be reduced from 54.6 to 53.5. 


STATEMENT OF CHARLES R, CUTLER 


My name is Charles R. Cutler, I am a member of the law firm of Kirkland, 
ae “ib Wil Chaffetz, & Masters, with offices in Washington, D.C., and 

icago, Ill. 

I appreciate this opportunity to submit a statement on behalf of a number of 
U.S. citizens occupying executive, managerial, and technical positions abroad, 
and the corporations by whom they are employed. 

The aim of H.R. 5 as expressed in the preamble of the bill is “to encourage 
private investment abroad.” The testimony before this committee demonstrates 
that the investment which should be encouraged is not only of capital but also, 
as the representatives of the State, Commerce, and Treasury Departments have 
here stated, the investment of the talents, know-how, and technical and man- 
agerial skills of individuals. This recognizes that foreign investment of capital 
through expansion of private business does not occur by pushbutton, but 
requires the residence abroad of those individuals who can bring to the foreign 
country the managerial and technical expertise of American industry. Unless 
We can induce competent executives and employees to reside at the situs of the 
foreign business operations, efforts to so expand private investment will be 
Seriously hampered. 
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H.R. 5 has been drafted to offer only corporate tax incentives to foreign bys. 
ness expansion. In order to achieve its goal, it would also be appropriate to 
provide tax incentives for those persons who are now, and will be, residing 
abroad while they manage, expand, and protect the corporate investments. 

At the very least, this committee should be concerned with the tax inequities 
which face our citizens when they, as individuals, attempt to implement the 
policy of private foreign investment. These inequities can have no justification 
whether or not the citizen is serving in a developed or in an undeveloped foreign 
country. 

For instance in the case of Canada, with whom tax treaty negotiations are 
presently being carried on, tax injustices remain even though treaties on income 
and estate taxes have existed between the two countries for a number of years, 
For example: 

1. A U.S. citizen residing in Canada who makes a gift is subject to a gift tax 
imposed by Canada and a gift tax imposed by the United States—on the same 
gift. No credits or deductions mitigate this double taxation whether or not 
the gift is of real or personal property and whether or not the property is located 
in the United States, Canada, or elsewhere. 

2. The estate of a U.S. citizen who dies in Canada may be subject to tax 
on the same property by the Federal Governments of Canada and the United 
States, and also a heavy tax by a Province of Canada. No net credit or allowance 
is available for the provincial tax paid, which results in a form of double 
taxation which neither country imposes on its citizens within its own borders, 

3. A U.S. citizen in Canada will find in planning his testamentary estate 
that the marital deduction allowed under U.S. law for bequests to his spouse 
can be completely nullified because of his residence in Canada. 

4. Such a citizen will also find his attempts to make deductible charitable 
contributions to United States or Canadian institutions frustrated by the income 
tax laws of the two countries, a condition which is relieved only slightly, and in 
some cases not at all, by the United States-Canada Income Tax Treaty. He 
will learn further that if he sells property in Canada, even though it was pur- 
chased in and located in that country, he will, unlike his Canadian neighbor, 
have to pay a tax on any capital gain arising from the transaction and such tax 
will not be taken into account in determining any tax credit against Canadian 
taxes. 

Certainly, many of these problems stem from the reluctance of other nations 
to agree to reciprocal relief provisions. In any event, the result is to present a 
tax situation which deters the flow abroad of American capital. Because this 
matter is one of immediate relevance to H.R. 5, I hope that this committee will 
fully support the efforts of the executive departments to obtain reasonable tax 
concessions from foreign nations. 

In addition, this committee should appraise our estate, gift, and income tax 
policy which taxes (with some exceptions-such as certain foreign earned in- 
come), irrespective of location or source, all property and income of U.S. citizens 
working abroad. 

Only by such efforts can this committee insure the effectiveness of statutory 
measures such as H.R. 5 designed to foster foreign corporate and individual 
investment. 


STATEMENT OF FREDERIC W. ECKER, PRESIDENT OF THE METROPOLITAN LIFE 
INSURANCE Co., SUBMITTED TO THE House COMMITTEE ON WAYS AND MEANS 
JuLy 21, 1959, WirH Reearp To H.R. 5, THE FoREIGN INVESTMENT INCENTIVE 
Tax Act oF 1959 


We wish to take this opportunity, while your committee is considering the 
Foreign Investment Incentive Tax Act of 1959 (H.R. 5) to present the special 
problem of U.S. life insurance companies operating in foreign countries. 
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These companies provide a well organized means by which the nationals of 
such countries not only protect one another against certain financial hazards, 
put also create savings which, although individually small, form a significant 
pool of capital to help their national economy. Consequently, it would appear 
desirable and in keeping with the intent of the Boggs bill to provide encourage- 
ment, or at least eliminate existing discouragement, for U.S. life insurance com- 
panies to extend their operations anywhere in the free world. 

Most of Metropolitan’s experience with doing business in foreign countries 
has been in connection with its activities in Canada. The company began oper- 
ations there in 1872 and has a Canadian head office in Ottawa that issues its 
Canadian policies, pays claims, etc. I believe that our operations there have 
been helpful to the Canadian economy over the years. The Metropolitan today 
holds approximately three-quarters of a billion dollars in Canada for the bene- 
fit of its 3 million Canadian policyholders. Naturally our doing business there 
and the consequent accumulation of savings have led to an expansion of our 
investments in that country. 

Canadian insurance law requires that funds accumulated by U.S. and other 
foreign life insurance companies, from insurance on Canadian lives, be in- 
yested in securities defined therein and deposited with the receiver general or 
with trustees in Canada for the protection of Canadian policyholders, at least 
to the extent of the liabilities under such policies. U.S. life insurance com- 
panies have about $1% billion so collected and deposited and under the new 
law (Public Law 86-69) will pay about $6 million in U.S. taxes annually on the 
investment income therefrom. 

It is anomalous that money contributed by Canadians, held for their benefit 
in their country, be taxed in the United States, particularly in view of the 
participating character of the great bulk of the Canadian business written by 
U.S. companies. It would seem appropriate for the U.S. income tax to allow 
them to defer the tax on the income attributable to such life insurance opera- 
tions until such time as any of this income might be brought into this country 
for the benefit of U.S. policyholders or stockholders. 

Canadian law imposes no federal income tax on the investment income or 
underwriting gains of life insurance companies except for income of stock 
companies that is transferred to the shareholders’ accounts. Life insurance 
companies of the United States or of other foreign countries operating in Canada 
are treated similarly by Canada except that if their investments in Canada 
exceed 110 percent of their Canadian liabilities they are subject to income 
tax on the investment income arising from such excess. We understand that 
this reflects an intention to reach investment income in Canada over and beyond 
that needed for life insurance policies in force in Canada. 

Canadians in recent years are becoming aware that by insuring themselves 
in a U.S. company they become subject to an additional! tax in the form of the 
U.S. income tax, a tax which does not help the Canadian people and from their 
standpoint is a contribution to the U.S. Government. This is having a severe 
effect on the extension of U.S. companies’ services in that country. 

The formation by an established U.S. life insurance company of a foreign 
subsidiary or a domestic subsidiary along the lines of the foreign business cor- 
poration envisaged in the Boggs bill would involve complex legal and practical 
problems due to the long-term nature of our contracts, the many equities involved, 
and the supervisory interest of the insurance departments of the 50 States 
and Canada. In any event it is doubtful whether a mutual company could form 
a mutual subsidiary here or abroad. The problem can be solved, we think, by 
providing in the Boggs bill that the foreign branch of a U.S. life company shall 
be treated for the purposes of the bill as if it were a foreign business corporation. 
Such legislation could provide that if a life insurance company has a greater 
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proportion of its investments in foreign countries than the similar proportion of 
its liabilities, the income from such excess would be taxable in the regular way 
now provided. Also, if income on which tax has been deferred is transferred for 
the benefit of U. 8. policyholders or stockholders, the U.S. income tax would then 
apply. 

If legislation in the scope of the Boggs bill is reported favorably we believe it 
would be appropriate to include a provision along the lines of the above sugges. 
tion to avoid the impact of the U.S. income tax paid by U.S. life insurance 
companies on their business in Canada and in other foreign countries. 

Such modifications would encourage life insurance companies to do business 
abroad where under present conditions they are discouraged. In addition to 
removing the anomalous situation for Canadian policyholders of U.S. companies, 
such modifications would remove the difficulty created for U.S. companies by the 
discriminatory tax situation on the Canadian business between United States and 
Canadian companies. This latter difficulty has become more serious under the 
new tax law (Public Law 86-69) and is endangering the investment that U.S, 
life insurance companies have made in establishing over the years an effective 
full-time agency organization in Canada. 

We would appreciate your consideration of this problem. We would be happy 
at any time to confer on this matter or to render any technical assistance 
possible. 


STATEMENT ON H.R. 5, To ProvipE AppITIONAL GOVERNMENT INCENTIVES FOR 
EXPANDED OVERSEA INVESTMENT, BY HArry C. JONES, PRESIDENT, Texas In- 
DEPENDENT PRODUCERS AND ROYALTY OWNERS ASSOCIATION 


Mr. Chairman, gentlemen of the committee, I am Harry C. Jones, independent 
oil and gas producer of Kilgore, Tex. I am president of the Texas Independent 
Producers & Royalty Owners Association, 304 Vaughn Building, Austin, Tex. 

It is not the purpose of our testimony to pass on the efficacy of proposed 
further liberalization of tax treatment accorded private foreign investment in 
general. We intend no comment, furthermore, as to any U.S. foreign aid 
program deemed necessary to meet the problems of underdeveloped countries 
in the free world. 

Our purpose is to present the viewpoint of domestic independent producers 
of petroleum with regard to the effects such tax liberalization on foreign in- 
vestment may have upon our own operations here in the United States. 

We challenge the validity of certain assumptions underlying proposals in 
H.R. 5 and submit that the net effect of such additional subsidies to foreign 
investment would seriously conflict with objectives equally important to the 
United States and the free world. . 

The tax deferral provision alone, according to Treasury Department esti- 
mates, would amount to an approximate $300 to $500 million windfall to 
existing U.S. investment abroad. The provision for worldwide application of 
the 14-percent tax reduction for foreign investment would cost an additional 
$200 million. Other provisions would be no less costly. 

But more important than the cost to taxpayers, in our judgment, is the 
probability that such increased preferential treatment might do irreparable 
injury to domestic enterprise, serve no worthy objective in our relations with 
free world allies, and promote industry monopoly. 

Certainly in the case of petroleum, no further encouragement seems appro- 
priate. According to all reliable criteria, U.S. capital investment in overseas 
petroleum represents a disproportionate share of our present involvment abroad. 
In testimony before the House Ways and Means Committee subcommittee con- 
sidering this matter, even some witnesses advocating more liberalization of 
tax treatment for foreign investment acknowledged that an exception should 
be made in the case of oil. 

The fact is that there is both a world oversupply of petroleum of such serious 
proportions as to jeopardize not only the economies of source countries heavily 
dependent upon oil revenue, through the collapse of crude oil prices, but the 
economic stability and security of America and the free world. Much U.S. 
capital going to foreign areas is at the direct expense of development at home, 
accounting in large part for a declining number of wells drilled in the United 
States and the consequent lag in maintaining proved reserves adequate for 
security objectives. 
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Despite unsettled political conditions in the Middle East, hundreds of millions 
of dollars are being spent in that area to increase the flow of oil to markets, 
in the face of the fact of an excess supply of crude in every important pro- 
ducing area of the world. 

It is generally acknowledged that if encouragement is needed for investment 
abroad, concentration should be given nonextractive industries—that is, manu- 
facturers—especially in underdeveloped areas. Only about one-fifth of our 
foreign investment is in manufacturing, and less than 2 percent of the total 
of manufacturing investment is in underdeveloped countries of southeast Asia, 
Africa, and the Middle East. Yet the investment in Middle East oil production 
alone is measured in billions, and the lack of oil-consuming industries in this 
area dumps almost the total oi] production on the glutted world market. 

U.S. oil industry investment in 1959 is concentrated in foreign areas, despite 
the fact that production abroad already seriously exceeds markets abroad. 
This has brought on the serious problem of U.S. oil imports, necessitating 
congressional and Presidential action imposing mandatory limitations. 

Even while conisderation is being given the need for liberalized tax treatment 
to American companies operating abroad, ostensibly on grounds of aiding the 
economies of our free world allies, the facts show that industrial production is 
growing abroad at a rate considerably in excess of the rate in this country. 

Of the billions of dollars invested in foreign countries by U.S. corporations, 
amajor portion represents petroleum interests in the Middle East and elsewhere. 
In 1957, for example, American companies invested $4 billion abroad, with about 
$3 billion in direct investment. American oil companies provided $1.7 billion, 
44 percent total investment and 55 percent of direct investment. Preliminary 
data available for 1958 and 1959 indicate the trend is continuing. 

Proponents of these measures argue that liberalized tax treatment to American 
companies abroad would reduce the need for direct Government aid. Even 
if this were true, we question whether American aid in the form of tax wind- 
falls to a few companies is a proper means of assisting the economies of allied 
nations. Particularly when these American companies, as in the case of oil, 
are importing their foreign surpluses into this country, does it seem true that 
the net effect is to increase the economic dislocation both here and abroad, 
and to promote monopoly contro) within the minerals industry. 

In our judgment, the effect would be to add privilege to an already privileged 
group—the international oil companies who are accorded preferential tax treat- 
ment sufficient to have already attracted serious concern in Congress and 
elsewhere. 

We refer particularly to recent senatorial debate relating to the use made 
of foreign tax credit privileges by U.S. oil companies abroad. 

Results of previous efforts to accelerate foreign investments by American 
oil companies include (1) creation of a world oil glut so great as to threaten 
the oil-producing industry throughout the free world, and (2) the building of 
considerable animosity abroad for America. 

The question arises: Is control of so much of the world’s oil by American 
companies really necessary to our security or our economy? Actually, it may 
in the end pose the greatest threat to both. 

What percentage of oil industry control abroad is now controlled by Ameri- 
can companies? 

Canada : about 74 percent American. 

Venezuela : about 65 percent American. 

Saudi Arabia : 100 percent American. 

Quwait: 50 percent American. 

Iran: 40 percent American. 

Bahrein : 100 percent American. 

Traq: 23.75 percent American. 

Neutral zone: 100 percent American. 

Qatar : 23.75 percent American. 

If evidence were needed that so much American control is resented by the 
peoples of these nations, one has but to look at our closest neighbor and ally, 
Canada. The present administration there was elected on a ticket to recapture 
Canadian industry from American ownership and control. 

Witness also the fact that American domination recently became a principal 
Political issue in Venezuela. 

There would be no oil imports problem in the United States today were it 
hot the fact that so much foreign oil is owned by American companies. More- 
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over, American ownership seems to obligate our Government officials to attempt 
direct participation in the affairs of these source nations. 

In an article of July 9, 1959, in the Wall Street Journal under the heading 
“Gamble in Iran,” it is stated: 

“Uncle Sam is staking great strategic plans, no little prestige, and consider. 
able cash on the ability and determination of one man—the Shah of Iran, to 
reform his country fast enough to stem a rising wave of political, economic, and 
social discontent. 

“In the process, the United States is getting deeply, perhaps dangerously, in. 
volved in Iran’s internal affairs. 

“If just presently planned programs are carried through, the United States 
will put nearly $1 billion into Iran in various sorts of military and economic 
assistance since the end of World War II. There are American advisors in 27 
Iranian agencies. U.S. officers helped train Iran’s army. U.S. money paid 
for almost all of its weapons and bases. Yank fiscal experts are helping Iran 
to collect taxes, an activity Iranians aren't particularly keen about. US, 
educators are attacking the country’s 80 percent illiteracy rate * * *.” 

Parenthetically, we might comment that such aid programs cast serious doubt 
as to whether oil from such Middle East sources actually is as cheap as it is 
assumed to be. When consideration is given the tremendous outlay of foreign 
aid dollars in its multiple forms, this cheap oil runs extremely high. For ex- 
ample, it might be said that the cost to American taxpayers of keeping Iranian 
oil free and flowing has been 47.3 cents for every barrel produced since the end 
of World War II. In terms of Iranian oil imported into the United States, the 
cost to the American taxpayer has been about $121 per barrel. And if preserva- 
tion of this oil source should embroil us unnecessarily in even a limited war, the 
cost in human lives would be great indeed. 

There appears to be a widespread belief that if our Government doesn't enable 
American companies to produce as much oil as rulers of these countries want 
to sell, they may turn to Communist Russia. Actually, Russia already produces 
more oil than she can use, and that is no more than half of what is produced 
in the Middle East alone. Further expansion in the Middle East can only 
jeopardize stability of the oil industry in the free world. 

In our judgment, differences within the administration on the proposals for 
increased tax incentives to private U.S. investment abroad illustrates the ques- 
tionability of such proposals, and points up the need for a careful examination 
in the light of our foreign trade policy. 

While the State and Commerce Departments have actively supported tax 
measures to increase private U.S. investment overseas, the Treasury Department 
has recognized the fact of a $12 billion deficit for the current fiscal year and 
has realistically opposed unnecessary proposals calculated to reduce revenues 
sizably. 

The question arises, What is the actual purpose of increasing tax incentives 
to more foreign investment when foreign growth exceeds both our own expansion 
and foreign demand? Particularly in the case of oil is it true that foreign 
production is outstripping demand abroad, with the result that the Government 
here is faced with a serious import problem. 

Moreover, the dollar-gap excuse for unlimited imports and increased foreign 
investment no longer exists. The Commerce Department reports that Americans 
invested abroad $3.4 billion more last year than they received, due largely to 
a slump in exports. Approximately $2.3 billion of the difference went in the 
form of gold. Total exports dropped from the 1957 level of $27.7 billion to 
a total of $23.5 billion, while import payments dropped only $300 million to a 
total of $26.9 billion. , 

The apparent need for reappraisal of the U.S. position arising out of this 
current experience was outlined by John J. McCloy, chairman of Chase Man- 
hattan Bank, in these words: 

“We are rapidly approaching, if we have not already reached, a balance of 
payments problem of our own. We even have a large number of our friends 
inquiring about the stability of our currency. Without a sound dollar, not 
only our trade, but the whole world’s trade—and I daresay its whole welfare— 
is in real jeopardy.” 

Even as the American taxpayer is being told by congressional experts to 
expect no tax cut in the near future, and a strenuous effort is being made actu- 
ally to increase the taxload on the oil industry, we are faced with these pro- 
posals aimed at reducing tax payments by U.S. international companies. 
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A special private report for the Department of State on this matter is being 
cited in support of these proposals. We call attention to the fact that this 
report recommended that if oil companies are allowed to participate in the pro- 
gram, they should not be allowed percentage depletion on their foreign pro- 
juction. This is mentioned only to underscore the conclusion even among 
proponents of tax liberalization abroad that no further substantiation of 
American oil investment abroad is justified or desirable, a point further empha- 
sized in debate recently by Members of the Senate when the matter of percent- 
age depletion was under consideration. 

HR. 5, however, makes no distinction, failing to recognize adverse effects of 
further encouragement of overexpansion by American oil companies abroad. 
4s a matter of fact, international oil companies abroad would be the principal 
peneficiaries of such tax liberalization on foreign earnings. 

Certainly in the case of petroleum investment abroad, which is already 
attracting more than adequate capital investment, there can be little justification 
for new tax windfalls. The relative cheapness of crude oil from countries 
which are recipients of foreign oil investment and foreign aid, in combination 
with extremely low labor and subsidized tanker costs, already serves as more 
than adequate inducement to capital investment in petroleum abroad. 

While strengthening the economies of underdeveloped countries of the free 
world would undoubtedly serve the best interest of the United States, it is 
highly doubtful that this would be the result of present proposals for liberaliz- 
ing tax treatment of foreign investment. 
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APPENDIX A 
U.S. direct investments and earnings abroad 


{In millions of dollars] 


1955 1956 | 1957 

Invest-| Per- |Earn-| Per- | Invest-| Per- | Earn-| Per- | Invest-| Per- | Earn-| Per- 
ment | cent | ings | cent | ment | cent | ings | cent | ment | cent | ings | cent 
total total | | total total | total total 

Petroleum _.......-- 5,849 | 30.3 |1,239 | 44.1 7,280 | 32.8 (1,406 5.1 8,981 | 35.6 [1,623 48.7 
Manufacturing. _..| 6,349 | 32.9 | 821 | 29.2 7,152 | 32.3 | 858 7.5 7,918 | 31.4 852 25. 6 

Mining and smelt- | | | | | } 
ing 2,209 | 11.4 288 | 10.2! 2,399/| 10.8| 350/112) 2,634 | 10.4 281 8.4 
4,906 | 25.4 463 | 16.5 | 5,346 4.1 506 | 16.2 5,719 | 22.6] 574] 17.3 
Bt | 22,177 .--|3, 120 25, 262 |...... 


Analysis of the above table reveals that U.S. foreign investments are growing 
at the rate of approximately $3 billion per annum under current U.S. tax laws. 
Preliminary figures for 1958 indicate the trend is continuing. 

Table figures show that investment in foreign petroleum operations is ex- 
ceptionally sound. U.S. earnings on foreign oil investment are much higher 
per dollar than on other foregin investments. The table also indicates that 
at least foreign oil operations do not need subsidized treatment to encourage 
additional investment. A considerable portion, growing proportionately larger, 
of direct foreign investment capital is being channeled into foreign oil operations, 
While total investment is increasing approximately 15 percent yearly, foreign 
dil investment is increasingly by almost 25 percent. 


BurraLo CHAMBER OF COMMERCE, STATEMENT ON THE FOREIGN INVESTMENT 
INCENTIVE Act oF 1959 


The measure designed to encourage private investment abroad and to reduce 
US. expenditures for foreign aid is urgently needed. Hnactment of such legisla- 
tion also would assist this country in more successfully combating the Communist 
threat to our trade in crucial areas. 

The proposal to form a new class of corporations, to be known as foreign 
business corporations is sound. Permission for such corporations to retain their 
earnings derived from foreign operations for use in the expansion of foreign 
investment and trade activities without immediate payment of U.S. taxes would 
involve no great loss in revenue to the Government. The taxpayment on this 
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foreign source income would be made when it is withdrawn from foreign operg. 
tions, either by distribution to stockholders or when it is diverted to purposes 
other than those related to foreign operations. American business abroad would 
thus be placed on a more equal competitive basis with business enterprises jp 
the host country. 

Benefits now applicable to Western Hemisphere Trade Corporations, in gj 
fairness, should be extended to all U.S. companies doing business in any foreign 
country. Tax-sparing actions by foreign governments should be recognized as 
paid taxes in U.S. treatment of foreign tax credit as otherwise there is no rea] 
incentive to U.S. investors abroad who now must pay U.S. taxes on these tax. 
spared profits. 

The proposed legislation woud correct many of the present inequities imposed 
on U.S. companies operating in foreign countries, and enhance greater trade. 
Its passage is recommended. 


STATEMENT OF Cyprus Mines Corp., Los ANGELES, CALIF., ON THE FOREIGN Tax 
CREDIT 


Under section 901 of the Internal Revenue Code of 1954 a U.S. corporation 
is allowed a credit against its U.S. income tax for certain taxes paid to a foreign 
country in respect of earnings in the foreign country. This credit is subject 
to specified limitations not pertinent to this statement. 

Section 905(c) of the code provides, in part, that if the tax actually paid the 
foreign country differs from the amount of the foreign tax liability accrued on 
the company’s books, the foreign tax credit taken against the U.S. income tax 
will be adjusted to reflect the amount of foreign tax actually paid. Thus, ifa 
company estimated and accrued a tax liability to a foreign country of £1,000 
and used that amount in computing its foreign tax credit, the tax credit would 
have to be adjusted if it later developed that the company owed and paid only 
£900 in tax to the foreign country. The effect of the adjustment would be to 
lower the foreign tax credit with a corresponding increase in the amount of 
U.S. income tax due. 

This provision is justifiable when viewed in terms of the foreign currency in 
which the tax is paid. If a company accrues a tax liability of £10 but in fact 
has to pay only £8, it is obvious that its foreign tax credit should be based 
on the £8 actually paid and not on the estimate of £10. 

As interpreted and applied by the Treasury Department, however, this provi- 
sion of the code goes beyond the example just given. The effect is that a com- 
pany’s foreign tax credit is adjusted not only to reflect any difference in the 
number of units of the foreign currency used to pay an accrued tax liability, but 
also to reflect any difference in the dollar value of the foreign currency which 
may have occurred between the date the foreign tax liability was accrued and 
the date on which the tax was paid. Thus, if a foreign tax of £10, worth $28, 
is accrued, but at the time the tax is paid the £10 are worth only $20, the 
Treasury Department requires that the foreign tax credit be adjusted to reflect 
the $20 value and that the U.S. income tax be correspondingly increased. This 
requirement poses a particular problem in those cases where the foreign country 
will not permit a company to convert the sum needed to pay the foreign tax 
into U.S. dollars. 

Cyprus Mines Corp. is a U.S. corporation and conducts mining operations on 
the island of Cyprus. Its products are sold abroad and paid for in sterling. 
All of this income is taxed by Cyprus Government. 

The Cyprus Government permits the company to bring its income back to 
the United States on a periodic basis, less the amount estimated to be required 
for payment of the Cyprus tax. This latter amount cannot be converted into 
U.S. currency. The Cyprus tax is payable on December 1 with respect to income 
earned during the preceding year. 

For U.S. tax purposes the company reports its Cyprus income, including the 
amount which has to be held in sterling for payment of the Cyprus tax. The rate 
of exchangé used in accruing the amount of the Cyprus tax in terms of U.S. 
dollars, for purposes of the foreign tax credit, is the rate on the last day of the 
year. However, under section 905(c), as applied by the Treasury Department, 
the Cyprus tax so accrued is subject to adjustment for the dollar changes in that 
tax between the accrual date (December 31) and the date of payment of the 
tax (December 1 of the following year), whether that change is due to an 
actual change in Cyprus tax or due merely to a change in the rate of exchange. 
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The concern here arises from the anomaly which would result from a 
jevaluation of the foreign currency between the date of accrual of the foreign tax 
and the date of its payment. Under present interpretations of the U.S. tax law, 
such a devaluation would decrease the amount of the foreign tax credit allowable 
for U.S. tax purposes, and increase the U.S. tax. This is so because the foreign 
tax credit would be computed on the devalued rate of exchange while the U.S. 
tax would be computed on the predevaluation rate, a situation which would 
result in the taxpayer having to pay more U.S. tax simply because the value of 
the inconvertible foreign currency had decreased. 

To eliminate this potential disparity, it is suggested that section 905(c) be 
amended so as not to require an adjustment to the accrued tax where, and to 
the extent that, the dollar changes in the amount of the tax due to changes in 
rates of exchange. This amendment should be limited to those situations where 
restrictions imposed by foreign governments prevent the taxpayer from bringing 
his money back to the United States, for it is in those situations that the tax- 
payer cannot effectively protect itself against devaluation. We believe that the 
following language will accomplish the desired results. 

“That section 905 of the Internal Revenue Code of 1954 (relating to rules ap- 
plicable to the foreign tax credit) is amended by adding at the end thereof the 
following new subsection : 

“*(q) DIFFERENCES BETWEEN ACCRUED AND PalIp TAXES WHICH RESULT FROM 
DIFFERENCES IN RATES OF ExcHANGE.—If monetary exchange or other restric- 
tions imposed by a foreign country prevent the taxpayer from readily converting 
part or all of the amount representing accrued foreign taxes into U.S. currency, 
then subsection (c) shall not apply to the extent that any difference between 
accrued taxes when paid and the amounts claimed as credits by the taxpayer 
results from a difference (as applied to the amount so prevented from conver- 
sion) between— 

“*(1) the rate of exchange of the foreign and U.S. currencies applicable 
in determining the accrued foreign taxes, and 

“*(2) such rate of exchange applicable in determining the foreign taxes 
paid.’ 

“Sec. 2. The amendment made by this act shall apply with respect to foreign 
tax credits for taxable years ending on or after December 31, 1958.” 


STATEMENT OF Horace B. Horton, CHAIRMAN OF THE BOARD OF DIRECTORS 
oF CHICAGO BriIpGE & IRON Co. 


My name is Horace B. Horton. I live at 1229 East 56th Street, Chicago, Il. 
Iam chairman of the board of directors of Chicago Bridge & Iron Co., whose 
principal office is located at 1305 West 105th Street, Chicago. 

The business of the Chicago Bridge & Iron Co. is the design, fabrication, and 
erection of large steel plate structures. Among these structures are water tanks 
of various kinds for municipal waterworks systems and for fire protection at 
industrial plants, tanks and similar structures for the storage or processing of 
petroleum products at refineries, distribution points, and along pipelines, pen- 
stocks, and surge tanks for power projects, and tanks and vessels of many dif- 
ferent kinds for the aluminum industry, the papermaking industry, the chemical 
industry, and the atomic power industry. We also fabricate and erect similar 
structures for many different defense projects. 

Our foreign operations are quite extensive. In fact, at one time or another we 
have shipped fabricated steel to almost every country in the world, and we 
have also erected steel plate structures in practically every one of these coun- 
tries. At the moment, we and our subsidiaries have approximately 60 field crews 
at work in foreign countries. In former years, we were able to export most of 
the steel for the structures we erected abroad, but our opportunities to export 
steel have become more and more infrequent in recent years, partly because 
foreign buyers cannot pay us in dollars, partly because we in America have 
been pricing ourselves out of the export market in order to pay high wages at 
home. Today, it is exceptional for us to export fabricated steel, and most of the 
steel we and our subsidiaries erect is purchased in Europe or Japan or fabricated 
locally in such countries as Brazil or India. Even our opportunities to do field 
work are dwindling as foreign competitors learn to do the same work, and we 
expect that such opportunities will diminish still further, despite our policy of 
training non-Americans as skilled workmen and as supervisors, unless the Goy- 
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ernment of the United States promptly takes effective steps to encourage Amerj. 
can activities in foreign countries. 

American companies which operate in foreign countries do not engage in ac. 
tivities that can be conducted in the United States. If such companies many. 
facture their products in foreign countries, they do so because they cannot 
sell articles manufactured in this country in competition with foreign suppliers, 
They take no work away from American workmen because this work has ql. 
ready been lost to the United States—in fact, they make jobs for Americans 
whom they send abroad to manage their foreign activities, or even to work in 
their plants, as a means of introducing American techniques. Other companies, 
such as ours, engage in activities abroad that in their very nature cannot be 
conducted in the United States. Obviously, construction work such as we do 
has to be done at the site of construction. Furthermore, our work is heavy 
construction, and it has an important impact on the economies of the countries 
where it is done. Thus it is peculiarly adapted to demonstrate the versatility 
and efficiency of the American economic system in comparison with competing 
systems which many foreigners have an opportunity to observe in action. 

One of the greatest deterrents to retention and expansion of our foreign opera- 
tions is the tremendous tax burden which these operations must bear. I shall not 
elaborate upon this statement because the members of the Committee on Ways 
and Means know what the U.S. taxes are and they also have ready access to 
complete information about foreign taxes and the interrelation of U.S. and 
foreign taxes through tax credits. I wish to emphasize, however, that even 
the credits which U.S. corporations are allowed to take against U.S. taxes for 
foreign taxes are inadequate. These credits are computed on a country-by- 
country basis—a procedure that makes no sense at all in the case of a company 
like ours which is in and out of many different countries. We ought to be 
able to average foreign tax rates, and to offset losses in one country against 
profits in another, so that our credit for foreign taxes will more nearly reflect 
our foreign operations as a whole than is possible under the present artificially 
restricted system. I am glad to see that Mr. Boggs has appreciated this problem 
and has included in H.R. 5 a workable alternative to the country-by-country 
limitation on foreign tax credits. 

Another foolish handicap to foreign operations is the requirement that advance 
rulings be obtained from the Internal Revenue Service before transfers of prop- 
erty can be made to and among foreign subsidiaries in the ordinary course of 
business. Enactment of H.R. 5 will free American corporations from the lead- 
ing strings of the Treasury as to legitimate transfers of property used or in- 
tended for use in foreign operations. This needed relief, however, has been care- 
fully limited to legitimate business transactions so that the Treasury can still 
scrutinize schemes that serve no purpose but tax evasion. 

It also seems manifestly sensible to me that the United States should cease to 
thwart the incentive programs of other countries by collecting whatever taxes 
they forgive. I see no reason why this should be a matter of negotiation by 
diplomats. It ought to be the law of the land, and it ought to originate in the 
House of Represenatives, like other revenue measures. 

Thus far, the Chicago Bridge & Iron Co. has resisted the trend toward putting 
foreign operations in the hands of a base company incorporated in some tax 
haven where such business would not normally be done. Roughly one-third of 
the 60 field crews I mentioned are on our own payroll and the rest are on the 
payrolls of operating subsidiaries. We do not want to set up a holding com- 
pany in Panama or Liberia or Liechtenstein or the Bahamas and send men to 
one of those countries when the same men can do a better job of supervising our 
scattered field crews from Chicago or New York. That is exactly what we are 
going to be forced to do, however, unless this Congress will give corporations 
organized in the United States substantially the same advantages which they 
can get by emigrating, so to speak, to some tropical island or some mountain top 
in the Alps. A company like ours cannot continue to finance its existing foreign 
operations, much less to expand them, if it must do so out of what is left after 
paying U.S. taxes. 

I urge the enactment of the Boggs bill with its provision for the establishment 
in this country of foreign business corporations which can defer payment of 
U.S. taxes on foreign earnings plowed back into their foreign operations. It 
is fantastic to think of limiting the privilege of deferment to operations in S0- 
called undeveloped or underdeveloped countries, or to a fixed percentage of ex- 
port income, because the excluded operations will simply be handled through for- 
eign corporations. 
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In my opinion, however, deferment is not enough. American companies have 
plenty of competitive handicaps which our Government is powerless to remove 
or offset without having to pay to the United States whatever the interested 
foreign governments do not take up to 52 percent of their profits. The U.S. 
tax rate of roughly 38 percent which Western Hemisphere trade corporations 
yow pay ought to be extended to similarly qualified companies that operate in 
other arcas. The limitation of this manifestly useful incentive to the Western 
Hemisphere has long since outlived whatever justification, if any, it may orig- 
ually have had. Today it makes no sense at all, True, any reduction of a tax 
rate will temporarily reduce the revenues of the Government, but I feel con- 
fdent that this one will soon pay for itself through increases in taxable income 
reported to the U.S. Treasury from foreign sources. 

I like to give credit where it is due and therefore I take this opportunity 
tocommend the Treasury for its proposal to repeal section 6046 of the Internal 
Revenue Code which now requires a wholly useless report from anyone who so 
much as says “Isn’t that interesting,” when someone else alludes to the possi- 
bility of forming a foreign corporation. This law is a trap for the unwary. 
Iam sure no one but lawyers knows about it and no one who isn’t coached by 
lawyers complies with it. Certainly it ought to be stricken from the statute 
books and that could easily be accomplished by a simple amendment of H.R. 5. 

In conclusion, let me say that I think H.R. 5 is an excellent bill, and I believe 
it should be adopted in its entirety. It embodies only proposals which have 
been discussed for a long time and have been favorably received by many dif- 
ferent segments of the business community. Its enactment will be an effective 
stimulus to American business activities abroad and through them to continued 
and increasing prosperity at home. 


STATEMENT OF SUPPORT OF THE PrRoposEeD LAW (H.R. 5, FOREIGN INVEST- 
MENT INCENTIVE ACT OF 1959) BY JACQUES MILLET, ExPoRT MANAGER OF EQUIP- 
MENT INTERNATIONAL, INC., AKRON, OHIO 


Such a law as proposed by the Honorable Hale Boggs of Louisiana would be 
of great importance for American concerns actively engaged in foreign trade. 

In order to develop successfully, our foreign trade, direct contacts should exist 
with the various markets, so that goods may be adapted to the needs of the 
buyers, and to offer better service in the areas where American products are 
sold. The best method to attain this goal is to establish foreign branches and 
subsidiaries. 

Up to the present time, such an undertaking was an expensive proposition, 
except in a few limited locations, known usually as tax havens, because of the 
high percentage of taxes which were levied on these companies both by the 
United States and by the country where they were located. 

Such a law as H.R. 5 would allow the expansion of the areas of influence of 
American foreign business in countries where they could not, heretofore, es- 
tablish bases of operations because of high cost of taxes. 

This is even more important now, when various countries are grouping to- 
gether by organizing Common Markets, such as in Europe and in South America ; 
it is vital for American manufacturers to have manufacturing facilities within 
these areas, as the primary aim of these associations is to decrease, as much 
as possible, the need to purchase goods on the outside, and at the same time 
increase exports from these markets to other areas, preferably the United 
States who can, thus, supply them with hard currency needed for raw materials 
and other essential products. 

However, this law, which is a great step forward to help American foreign 
trade, should also study the possibility of helping the smaller exporters working 
from one office established within the Nation. 

A high percentage of foreign business is handled by such organizations, be they 
manufacturer’s agents, combination export managers, exporters or importers; 
most of these firms cannot afford foreign branches, and are fighting for their 
very lives, trying to compete with other countries on the world markets. 

The costs of the products sold may or may not be higher in the United States 
than in other countries, but the operating costs are very much to the disad- 
vantage of the American companies. 

It would be a great encouragement to American foreign trade if the responsible 
committee of the House of Representatives could make a study of the possible 
ways of extending a tax relief to such organizations for the amount of business 
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transacted with foreign countries; this would permit these companies to gel] 
American products abroad at prices more in line with prices offered by foreign 
competition, thus increasing American influence in the world through then 
closer contacts with the users of their products. 

Another great help for American foreign trade would be the creation of a 
foreign credit insurance company, supported by the Government, such as exists ip 
England and in Germany. ‘This would allow U.S. exporters (1) to extend con- 
petitive terms to their foreign customers; (2) to sell in areas where they could 
not afford to sell before in view of the risks involved which were too high jp 
proportion with the size of the companies exporting the goods. 

These are the comments and the suggestions respectfully submitted by the 
signer, and we certainly hope that the first step, H.R. 5, will become law sup- 
ported by a solid majority. 


STATEMENT OF THE NATIONAL ASSOCIATION OF INSUBANCE BROKERS 


This statement is made on behalf of the National Association of Insurang 
Brokers in support of H.R. 5 which has been introduced by the Honorable Hale 
Boggs to amend the Internal Revenue Code of 1954 and on which your com 
mittee has recently held a public hearing. The purpose of this proposed legis. 
lation is to encourage private investment abroad and thereby promote American 
industry and reduce Government expenditures for foreign economic assistance. 

The National Association of Insurance Brokers is a nonprofit organization 
composed of sustaining members and member associations from coast to coast. 
Such sustaining members and members of member associations are individuals, 
partnerships or corporations who are licensed as insurance brokers by the inur. 
ance departments in the various States. 

Although this association is in favor of all of the various amendments provided 
for in the bill, we wish to particularly emphasize our support of section 7 thereof, 
which is entitled “Nonrecognition of Gain on Involuntary Conversion of Prop 
erty of Foreign Subsidiaries.” This amendment, in carrying out the broad and 
laudable purposes of the bill, would also generate business within the United 
States which has been practicable or feasible under the existing Federal tax 
laws and would provide the Federal and State governments with additional tax 
revenues which they do not enjoy at this time. 

Section 7 would make it economically possible, among other things, for domes 
tic corporations to insure through American insurance companies the property 
of the former’s foreign subsidiaries. Under the proposed amendment, if the 
property of such foreign subsidiary is lost or destroyed, the domestic corpora- 
tion can receive the insurance proceeds therefor and restore the property under 
specified conditions without being subject to ordinary or capital gains income 
tax on such proceeds. Under the existing-tax laws in the above situation, the 
parent corporation must now pay ordinary corporation income taxes on the pro- 
ceeds of the insurance although it would pay no tax if the property insured was 
its own property instead of that of its subsidiary. Thus, under existing law it is 
economically impracticable for the parent corporation to insure its interest in 
the property of its foreign subsidiary. Instead, the foreign subsidiary in many 
cases must insure its property through foreign insurers. 

The necessity for a foreign subsidiary of an American domestic corporation to 
insure its own property through foreign domiciled insurers arises from the fact 
that a great many foreign countries require that business being done in their 
respective countries be insured only through insurers domiciled in the foreign 
country involved. In many cases the American foreign subsidiary is reluctant 
to do so because of the limited coverage available, the exorbitant rates charged, 
the questionable financial standing of many of such insurers, the lack of profes- 
sional counsel and services of insurance brokers in such countries, or the dangers 
of abnormal deflation and restrictions of those currencies in which insurance 
losses would be payable. 

With the adoption of section 7 of H.R. 5 it would then become practicable and 
highly desirable to domestic corporations with foreign subsidiaries to insure 
property of such subsidiaries with American insurers in whose financial and 
business integrity they have the greatest confidence and wtih the added advan 
tage of using the highly skilled services of the American insurance broker with 


whom they are accustomed to working on their corporate insurance program. 
The premiums and commissions payable to the American insurers and insurance 
brokers would provide additional income on which the Government could realize 
additional revenue. 
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In view of the many advantages which will flow to American industry and 
the American Government as a result of the amendments to the Internal Revenue 
(ode of 1954 as provided in H.R. 5, we strongly urge your committee to support 
this bill and report it out favorably in the near future. 

Respectfully yours, 


Jury 16, 1959. 


Barctay SHaw, Secretary. 


IN oF H.R. 5, ForEIGN INVESTMENT INCENTIVE AcT oF 1959 


My name is J. Howard Marshall. I am a vice president of Signal Oil & Gas 
(o, an independent oil company, whose principal offices are located at 811 West 
Seventh Street, Los Angeles, Calif. 

My company is engaged in the business of exploration for and production, 
processing, and marketing of crude oil, natural gas, and their derivative prod- 
ucts. Over the past 10 years, because of increasingly higher exploration, de- 
velopment, and production costs in its U.S. operations, the company in order to 
naintain its competitive position within the industry, has actively sought foreign 
sources of crude supply and, recently, foreign markets for its produced crude oil 
and derivative products. 

In most instances, when seeking rights to conduct oil exploration and pro- 
ducing operations in foreign countries we are confronted with the competitive 
bidding or negotiation of not only other U.S. companies but also very large 
and powerful foreign companies and organizations, an increasing number of 
which actually represent, in whole or in part, agencies of foreign governments. 
Such competition from these same powerful foreign groups confronts us at 
every turn, not only with respect to our exploration and producing operations 
but also with equal force in all other phases of our foreign business, particularly 
inmarketing. Whenever we must decide whether or not to embark upon a par- 
ticular foreign undertaking the impact of a U.S. income tax, superimposed gen- 
erally upon a foreign tax, tends to weigh against foreign investment. However, 
the great foreign organizations, operating in the international oil business free 
of U.S. taxes, frequently outbid us and are able to conduct their operations 
profitably where we cannot, not because of low operating costs or efficiency but 
rather because of lower or nonexistent taxes. 

I sincerely believe that it is in the best interest of the Nation that the Congress 
should, encourage the investment and reinvestment of private U.S. capital 
throughout the world. I further believe that private capital available for in- 
vestment and reinvestment in foreign countries should be maximized by the 
deferral of U.S. income taxes thereon. Because H.R. 5 promotes these ends we 
favor its enactment. 

Due to the competitive conditions outlined above, my company has been com- 
pelled to form or acquire corporations organized under the laws of so-called tax- 
haven countries. We believe most U.S. taxpayers doing business in foreign 
countries have been forced to take similar steps. The conduct of operation 
through these foreign corporations exposes American capital invested abroad 
to the instability of that foreign country’s government and its laws. Further- 
nore, the administration of the foreign corporation’s business activities entails 
considerable additional costs to U.S. citizens operating abroad. The provisions 
of H.R. 5 relative to foreign business corporations would permit the same benefits 
how enjoyed (and no more) under the laws of many foreign countries with re- 
pi to deferral of taxes without imposing on U.S. citizens additional risks and 

8. 

I note with interest and some concern, the tendency on behalf of foreign 
governments to increase their income tax rates to a point where such rates equal 
those imposed on U.S. corporations. As a general rule the U.S. corporation 
operating in those foreign countries is not concerned since the tax paid to the 
foreign country becomes a credit against U.S. tax and its total tax cost is not 
affected. This is an unhealthy situation. The ultimate result will be a general 
increasing of foreign income tax rates to a point equal to U.S. rates tending to 
discourage the flow of U.S. capital to needy foreign countries. It appears to me 
that the deferral of U.S. taxes as permissible to a foreign business corporation 
under H.R: 5 would serve to discourage the increasing of foreign tax rates. 

The other provisions of H.R. 5 under certain circumstances are equally as im- 
portant toward stimulating investment of U.S. capital in foreign countries. 
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We have found that the Western Hemisphere trade corporation deduction 
under the Internal Revenue Code has encouraged our investment in countrig 
favored by its effect. The extension of these provisions to permit the deduction 
to international trade corporations would likewise encourage the investment of 
American capital in other foreign countries. 

Under present U.S. tax law and regulations, credits for income taxes paid tp 
foreign countries are limited on a country-by-country basis. In practice, the 
limitation thus calculated creates serious tax inequities among various US. 
taxpayers. ‘The proposed overall limitation provided for in H.R. 5 would cur 
these inequities and would encourage broader participation in foreign business 
activities and permit more efficient utilization of available capital. 

Certain foreign countries, in order to encourage the influx of private US. 
capital, have granted exemptions from income taxes, generally for a fixed term of 
years. The incentive created by such exemption is to a large degree nullified 
under present law by the imposition of U.S. income taxes without recognition 
of the foreign tax credit otherwise allowable but for the exemption. Inasmuch 
as the exemption from foreign tax permits a greater accumulation of income for 
further foreign investment and a generally favorable business climate, the tax 
sparing practice should be encouraged and given full economic effect by recog. 
nition in U.S. tax computation as provided in H.R. 5. 

My position regarding the legislation proposed by H.R. 5 is not motivated by 
self-serving interests. Our tax department has advised me that my company’s 
tax liability would not have been reduced had the provisions of the bill been 
effective over the past 10 years. To the contrary, had the bill been in effect over 
the period, it is quite likely that we would have undertaken further foreign 
ventures which have appeared profitable but for adverse tax consequences, there- 
by accumulating income ultimately taxable by the U.S. Government. 

Respectfully submitted. 


J. HOWARD MARSHALL, 
JuLty 14, 1959. 


ScHOOL oF HARVARD UNIVERSITY, 
Cambridge, Mass., July 8, 1959. 
Hon. D. MILLs, 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D.C. 


My Dear CHAIRMAN: I would very much like to testify at the hearings held 
wtih respect to H.R. 5, the Boggs bill, respecting certain tax provisions relat- 
ing to foreign income. However, these hearings come at a time when it is not 
possible for me to be in Washington. Accordingly, I am enclosing two statements 
relating to the subject matter of H.R. 5, which I would appreciate being included 
in the record of the hearings. 

The first statement is one which I presented on December 4, 1958, to the Sub- 
committee on Foreign Trade Policy of your committee, when it held hearings on 
tax aspects of foreign investment. That statement is pertinent with respect to 
the provisions of H.R. 5. I would like to call attention especially to the material 
in the statement discussing tax-sparing treaties. The discussion of that subject 
is relevant to section 6 of the Boggs bill. While section 6 handles tax sparing 
through Executive action rather than through treaties, the form chosen does 
not in any way meet the basic substantive defects inherent in the tax sparing 
proposal. The sparing, whether handled by treaties or by Executive action, is an 
undesirable policy. As is indicated in my statement, the policy of deferral which 
is inherent in the U.S. tax treatment of foreign corporations enables Americal 
investors who operate abroad through foreign subsidiaries to take advatage of 
foreign tax incentive laws. It is principally those which operate in branch form 
who cannot take advantage of those laws at present. If some form of foreign 
business corporation as proposed in section 2 of the Boggs bill is enacted, 
then even those taxpayers operating in branch form will be able to take advantage 
of foreign tax incentive laws. Thus there would be no need to resort to any 
tax-sparing provisions as respects such foreign laws. 

The second statement, entitled, “Overall Limitation Compared to Per Country 
Limitation,” relates to section 5 of the Boggs bill. This memorandum has been 
prepared with Miss Elisabeth A. Owens, research associate in law, international 
program in taxation, Harvard Law School. This second statement covers in 
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detail a matter not discussed in the first statement. It calls attention to the 
serious problems involved in he proposal in section 5 of the Boggs bill with 
respect to the limitation on the foreign tax credit. 
Respectfully yours, 
S. Surrey, Professor of Law. 


STATEMENT OF STANLEY S. SurReY, Proressor oF Law, Harvarp LAw ScHOOL 


I appreciate the opportunity to appear before the Subcommittee on Foreign 
Trade Policy to consider the subject of U.S. private foreign investment with 
special reference to the aspects of taxation. On January 20, 1958, I was invited 
before the Ways and Means Committee to testify on the U.S. taxation of foreign 
income. My testimony at that time covered the background of the present 
Internal Revenue Code provisions relating to foreign income and then considered 
the current proposals in the field. Reference is here made to that extended dis- 
cussion, since my present testimony will not relate to all of the issues there 
considered.’ 

The statement of Chairman Boggs in announcing these hearings has stressed 
the interest of the United States in the economic growth of the free world, 
especially the underdeveloped countries. That statement also stressed the im- 
portance to that growth of U.S. private investment and trade abroad. Other 
statements of the chairman have called attention to the need for maintaining in 
the United States a healthy domestic economy as a necessary concomitant of 
our foreign economic policy. Finally, by underscoring the importance of looking 
at our foreign economic policy as a whole, he has indicated that our economic 
assistance programs to underdeveloped countries must be integrated with our 
other foreign programs if we are to achieve our national goals in thisarea. These 
salient points form the framework for the present hearings. 

I understand that one objective of these hearings is the ascertainment of 
factual information regarding U.S. private foreign investment—what is the 
extent of that investment; why does some American capital go abroad while 
other investors show no interest in the foreign field; what are the forms of for- 
eign investment; what are the inducements and obstacles, both at home and 
abroad, to foreign investment? While these are very pertinent questions, it is 
difficult to obtain reliable data bearing on them. I would like to call the sub- 
committee’s attention to a careful analysis of these and related points in Bar- 
low and Wender, “Foreign Investment and Taxation,” published in 1955. This 
volume is a publication of the Harvard Law School international program in 
taxation, prepared as part of the research of that program in the field of inter- 
national investment. I believe that the subcommittee will find this study an ex- 
ceedingly useful and comprehensive examination of the questions posed above. 
In view of this publication and since my time is limited, I would like to confine 
my material now to the relevance of taxation to U.S. private investment abroad. 


THE BASIC PERSPECTIVE—PRESENT U.S. TAX TREATMENT OF FOREIGN INCOME 


A few words regarding the present U.S. tax treatment of foreign income are 
in order, since it forms the perspective necessary to a consideration of current 
issues and proposals. This treatment may be summarized as follows: 

1. Basic standard of tax equality.—The basic standard under our income tax, 
to be followed as far as possible, is the necessity of maintaining equality among 
American taxpayers whereby taxpayers with equal amounts of income pay the 
same tax. To the extent that this standard is seriously breached, so that pref- 
erences and favoritism replace equality, the income tax deteriorates as an ef- 
fective fiscal instrument. 

2. Jurisdiction based on residence and nationality.—As respects foreign in- 
come, observance of this basic standard requires that the foreign income of 
U.S. taxpayers be taxed as well as their domestic income. Accordingly, our 
jurisdictional basis for taxation must go beyond geographical jurisdiction and 
rest also on residence and nationality. In this we are not unique, for other 
mature income tax systems also stress both source jurisdiction and residence. 


1 See “Hearings on Current Revenue Revision,” House Ways and Means Committee, 85th 
Cong., 2d sess. (1958), 1148. For a later.article based in part on that testimony, see 
72 GbbByee United States Taxation of Foreign Income,” Journal of Law and Economics, 
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3. Foreign taw credit accommodation to foreign source jurisdiction.—While 
residence and nationality, including domestic incorporation, thus support income 
taxation, recognition must be paid to the fact that we live in one world and 
that the foreign income of our citizens and corporations may therefore be 
subject to taxation at the foreign source. The modus vivendi for that recogni- 
tion under our system is the foreign tax credit mechanism. Under this credit, 
a foreign income tax paid is treated as payment to that extent of the U.S. tax 
on the foreign income, so that only a tax representing the difference between 
the foreign tax rate and the U.S. tax rate must be paid to our Treasury 
Department. It is this foreign tax credit which accommodates our need to 
stress nationality jurisdiction, so as to achieve the objective of equality among 
our citizens and corporations, with the need of foreign countries to stress source 
jurisdiction if they are to protect their revenue structures. The accommodation 
permits the foreign country of source to obtain revenue and also permits the 
United States to maintain the standard of equality at home since the tax- 
payer’s tax burden is still at our domestic level (unless the foreign rate is 
higher than our rate). This accommodation is possible because of the revenue 
yielded by our Treasury Department to the extent of the credit granted. It 
is this foreign tax credit mechanism therefore which makes international trade 
and investment possible under our income tax system, and that of other mature 
income tax systems as well which stress equality of tax burden. While the 
credit mechanism is complicated, it is thus absolutely vital to our tax system.? 

4. Tax deferral accommodation to foreign source jurisdiction.—A second 
accommodation to international activity is represented by our grant of deferral 
of taxation on foreign source income until that income is returned to the 
United States. The mechanism of deferral is the recognition accorded to 
foreign incorporation. Under this mechanism, foreign subsidiaries of American 
corporations are treated as separate entities and thus essentially outside the 
reach of the U.S. tax system. The income of these foreign subsidiaries is 
thus free of U.S. tax until paid out as a dividend to the parent, or distributed 
in liquidation. The advantage of tax deferral is quite significant, for the 
investor is in effect permitted to retain our Government’s share of the income 
and thereby increase its investment. It is an interest free loan of the amount 
of our tax, automatically made without any security or collateral, and with 
the maturity determined by the taxpayer. Consider for example, the entire 
change in the impact of our corporate tax that would occur if a domestic 
corporation did not have to pay that corporate tax on its income until it 
was ready to pay the income out as a dividend. 

The grant of tax deferral, in addition to being a positive tax advantage 
to the U.S. investor abroad (the foreign tax credit in principle is not such an 
advantage although in application it has become so, as indicated below) repre- 
sents a second significant accommodation to foreign tax systems. The foreign 
tax credit mechanism is an accommodation to the existence of foreign income 
taxes and to the needs of foreign countries to secure revenues through their 
income tax systems. Thus foreign countries can develop the rates of income 
tax on their domestic capital which they believe necessary to meet their 
revenue requirements and at the same time feel free to apply those rates to 
U.S. taxpayers without impeding investment from the United States, since the 
U.S. investor is protected by the foreign tax credit. The limiting factor here is 
the U.S. tax rate, applicable alike to our domestic and foreign investment. 
The accommodation of deferral permits a foreign tax system to take the oppo- 
site course, for here the limiting factor is the foreign tax rate. Hence, if a 
foreign tax system decides to favor domestic capital formation through either 
a relatively low tax rate, special income tax concessions, or even no income tax- 
ation at all, it can grant the same preference to the U.S. investor who is in- 
vesting within the country through a foreign subsidiary. The grant will be 
meaningful since only the foreign tax system is applicable to the income of that 
subsidiary until the income is returned to the United States. In combination, 
these two accommodations accord the greatest weight possible to foreign tax 


2 Our unilateral accommodation, the foreign tax credit, thus has residence and nationality 
jurisdiction yielding to source jurisdiction to the extent a foreign tax is paid. Our bilateral 
accomodation, the international tax treaties, are based on the opposite accommodation, 
with each party to the treaty yielding jurisdiction at source to the country of residence 


or nationality. The foreign tax credit accommodation is by far the more important of the 
two. 
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systems in order to promte international trade and investment.’ The United 
states can do no more without in effect abandoning the standard of tax equal- 
ity completely and thereby in effect surrendering control over its own income 


tax. 

This advantage of tax deferral depends today on the form which the in- 
yestment takes, for it is available only to the foreign subsidiary form. It is in 
large part for this reason that most of our foreign investment, at least in the 
nonnatural resources field, is in this form. ‘This stress on form presents one of 
the issues now current, as will be discussed later. 

5. Tax rate preferences granted to foreign income.—The above two accom- 
modations—the foreign tax credit mechanism and the foreign subsidiary tax 
deferral mechanism—have supporting justifications which are readily under- 
stood and which are capable of rational support. The third significant aspect 
of our tax treatment of foreign investment does not appear to have any rational 
foundation. This aspect consists of the tax rate preferences granted to foreign 
investment. One preference lies in the formulas under which the foreign tax 
credit mechanism is applied to grant a credit for taxes paid by foreign sub- 
sidiaries. Under the most favorable application of these formulas the ultimate 
tax burden can be as low as 40.18 percent where two foreign subsidiaries are 
used and 45.25 percent where one subsidiary is used, instead of 52 percent. Thus, 
tax reductions ranging from about 12 to 7 points are accorded today to foreign 
investment in foreign subsidiary form, representing tax savings of 23 percent 
to 13 percent. These formulas are not essential to the functioning of the for- 
eign tax credit mechanism and appear to have arisen simply through a lack of 
attention to proper detail when the credit was developed. The other significant 
rate preference is the 14-point tax reduction accorded to Western Hemisphere 
trade corporations, which becomes about 9 points if the Western Hemisphere 
trade corporation is a subsidiary of a domestic parent. Here also the preference 
exists almost by chance, since the provision was adopted as an ad hoc wartime 
measure without any careful consideration of its merits or scope. 


PROPOSALS FOR TAX EXEMPTION OR REDUCTION 


So much for the perspective. It shows that the United States through the 
foreign tax credit and tax deferral has granted extensive accommodation to 
foreign tax systems and hence to international investment.‘ In addition, it has 
granted significant, though unwarranted, tax rate preferences to foreign income. 
Against this perspective it is easy to understand why one group of proposals 
strongly urged by international business groups is indefensible and to date has 
apparently been met with justifiable skepticism by the Congress. This is the 
group of proposals that urge either a total exemption for foreign income or the 
reduction of tax rates applicable to that income. These proposals, through talk 
of “double taxation” or “exclusivity of source jurisdiction as an international 
principle” or “competition” obscure the very favorable treatment accorded to 
foreign investment. They attempt to present a picture of tax deterrents and 
obstacles when the real picture is just the opposite. 

But there is an even greater weakness in these proposals besides the efforts to 
justify them by painting a distorted picture of our tax system. Essentially these 
proposals for exemption or reduction are seeking a subsidy for foreign invest- 
ment through the mechanism of the tax system. In so doing they carry a very 
heavy burden of proof. They must show that our national interest in promoting 
private investment abroad is so strong relative to other national goals as to 
warrant a monetary subsidy for that investment, and also that the monetary 
subsidy should be granted through the tax system. Whatever might be the 
conclusion on the first point, it seems very clear that the burden on the second 


*Since both accommodations stress the foreign tax system, it is desirable that we have 
as complete knowledge as possible about such systems. The Harvard Law School inter- 
national program in taxation, acting in cooperation with the U.N. Secretariat, is engaged 
in publishing volumes containing descriptive analyses of foreign tax systems, under the 
collective title of “World Tax Series.”” Volumes on the Unted Kingdom, Brazil, Mexico, 
and Australia are now available. 

‘Further, in our international tax treaty program our Treasury Department by yielding 
of reducing its source jurisdiction over foreign investors, and thereby sacrificing revenue, 
in return for a reciprocal yield of source jurisdiction by the foreign country over our in- 
vestors, has thereby through that sacrifice of revenue pesseares a lower overall tax burden 
for our investors abroad where foreign rates exceed the United States rates. See Surrey, 
Current Issues in the Taxation of Corporate Foreign Investment,” 56 Columbia Law 
Review 814, 824 (1956). 
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point simply cannot be met. A tax subsidy is completely unselective except in 
one respect—it grants a subsidy only to those taxpayers that have foreign income 
and the larger the income the larger the subsidy. With our foreign investment 
concentrated in our very large business enterprises, this selectivity seems hardly 
warranted. But beyond this favoring of those who already have, the tax subsidy 
for foreign income offers no guarantees that it will produce the ends sought. 
There is no real proof that tax reduction will achieve any appreciable increase 
in foreign investment—investment that would not occur without tax reduction, 
Moreover, because of its lack of selectivity, the tax subsidy would go to all invest- 
ment whether the investment is desirable or not, whether it is in the under- 
developed areas and risky activities in which increased investment would be 
helpful or in the relatively developed and riskless areas for which no subsidy is 
needed, whether the investment is existing investment or new investment, and 
so on. The end result is a waste of national revenue with the concomitant of 
windfalls to the beneficiaries. 

All these defects in the tax reduction proposals for foreign investment are not 
new to the tax field or peculiar to foreign investment. Tax history is replete 
with claims that tax subsidies are necessary to promote this or that business 
activity. But experience has shown that the income tax is not the appropriate 
vehicle to induce desired activity. We do have subsidies in our tax system— 
the exemption for interest on State and local obligations is one, some of the 
benefits in the natural resources area are regarded by many as another, and 
so on. Yet I doubt whether anyone regards these subsidies as efficient mecha- 
nisms. In fact, the opposite view is growing steadily, with the increasing 
demand on the part of those concerned with our tax system that we reexamine 
the many existing preferences and inequalities in that system in order to restore 
the tax base and reduce rates overall. There are of course serious difficulties 
to be faced under any form of governmental subsidy, for a subsidy requires 
techniques to select the recipient and techniques to administer and police the 
grant. But so far in our experience with subsidies, the use of the tax system 
as the operative mechanism scores very low. 

This attitude toward a tax subsidy is not calamitous, nor does it mean the 
end of any efforts to promote foreign investments. Under our present tax struc- 
ture, with its accommodations to foreign tax systems, its rate preferences for 
foreign income, and the absence of tax deterrents or obstacles to foreign invest- 
ment, there has been a steady growth in private investment abroad. Apparently, 
the pace of that investment is consistent with a balancing of risks and oppor- 
tunities elsewhere. If it is thought desirable through governmental aid to tip 
the balance in favor of foreign investment, then the search should be in aspects 
of government and in techniques other than the tax system. 

When our tax system is viewed in the above perspective relative to the treat- 
ment of foreign income, the conclusion seems inescapable that there really are 
no fundamental corrective changes to be made in the interest of foreign invest- 
ment and there are no major proposals for revision to reduce the burden on for- 
eign income relative to domestic income that deserve support. In fact, if the 
present situation were really viewed objectively, attention should be centered 
not on proposals for further tax reduction for foreign income but on the 
question whether the existing rate reductions granted through the foreign tax 
credit formulas and the Western Hemisphere trade corporation provision should 
be eliminated. In short, the American corporate investor abroad presents a 
rather strange picture in the role of a claimant for further tax reduction or 
exemption. The role becomes somewhat understandable in relation to the adage 
that “a good offense is the best defense.” 


TAX SPARING TREATIES 


The above analysis has considered the inherent weaknesses in proposals for 
legislative revision to grant tax exemption or reduction to foreign income. These 
Same weaknesses and serious additional defects as well are found in recent 
suggestions. that such preferential tax treatment be granted to foreign income 
by way of international tax treaties. These suggestions relate to the so-called 
tax sparing treaty under which the United States by treaty would grant a for- 
eign tax credit for taxes not paid to a foreign country in situations in which 
the unpaid tax resulted from certain tax concession or incentive laws of the 
foreign country. The grant by the United States of a tax credit for a tax not 
paid is equivalent in these circumstances to a reduction to that extent in the 
United States tax burden of the American investor on the foreign income in- 
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yolved since he pays tax to neither the foreign government nor to the United 
States. In the normal situation where the credit is given for a foreign tax paid, 
the taxpayer is simply paying tax to the foreign government rather than to the 
United States, but his tax burden (apart from the preference of the formulas) is 
maintained at the United States level applicable to domestic investors. The tax- 
sparing device was presented to the Senate Foreign Relations Committee in the 
tax treaty with Pakistan. However on final action by the Senate the treaty 
was adopted with a reservation as to the tax sparing provision since Pakistan 
had terminated the tax concession producing the unpaid tax that had formed 
the basis for the tax sparing credit.’ The United States was thus spared the 
adoption of an extremely unwise precedent.° 

As stated above, since the tax sparing proposal is in essence a proposal for 
reduction of United States tax—or even exemption from tax—it is undesirable 
on that score alone. But, in addition to discrimination against domestic in- 
yestors, the tax-sparing proposal in its United States tax reduction or exemption 
is even discriminatory as among American investors abroad. The tax-sparing 
technique depends in its application on the extent of the tax concession granted 
by the foreign country. But under typical tax concession laws, a whole set of 
preferences and discriminations exist. The underdeveloped countries differ 
widely in the extent to which they adopt tax concessions to encourage investment 
and in the types of concessions used. There are differences in the tax involved— 
income tax, excess profits tax, company tax, customs duties and import taxes, 
sales taxes, property taxes; in the activities affected—manufacturing, mining, 
new industries, essential industries, pioneer industries, basic industries, approved 
industries, convenient industries; in the period for which the concession is 
granted—5 years, 10 years, 20 years, 25 years; in the amount of reduction in 
income tax granted—complete exemption, 100 percent in the first few years 
down to 25 percent at the end, 40 percent of tax, all profits up to 5 percent, 10 
percent, etc. of invested capital; in the type of income tax concession used— 
exemption, rate reduction, increased depreciation allowance, deduction for profits 
reinvested ; in the type of activity to which the concession is granted—operating 
activities as against patent, trademark or know-how licenses or management fees. 
Moreover, both the qualification of an activity for the concession and then the 
application of the concession to the determination of the tax saved depend 
on the decisions, skill, and honesty of foreign administrators. The resulting 
discrimination—and the discrimination under tax sparing is in the U.S. tax as 
well as the foreign tax—among U.S. investors is obvious. But the inequality 
goes further. Some countries do not grant any concessions at all, or grant con- 
cessions in customs rates or property taxes which do not permit a tax-sparing 
treaty. Hence Americans investing in those countries would have a higher 
U.S. burden than Americans investing in income tax concession countries. 
Thus, a U.S. corporation investing in Mexico or Cuba, income-tax concession 
countries, would in effect be granted a lower U.S. tax than a U.S. corporation in- 
vesting in Venezuela or Colombia, which basically are not income tax concession 
countries, 

These bizarre inequalities and discriminations among U.S. investors repre- 
sent the U.S. impact of tax sparing. The other impact, that on underdeveloped 
countries, is just as seriously lacking in rationality. As far as taxation and 
economic development are concerned, it would be far more important to examine 
the structure of foreign tax systems than to spend time on ill-advised and un- 
necessary proposals for revision of the U.S. tax system. Underdeveloped coun- 
tries are in need of increased revenues to meet the great strains placed on their 
governments to undertake the social overhead projects so vitally required if eco- 
homic progress is to be made—education, transportation, health, public utilities, 
communication, an agricultural improvements, and so on. These pressures force 
a sharp increase in existing tax rates and the addition of new taxes. The lack 
of adequate tax administration restricts the coverage and effectiveness of many 
taxes, so that with a narrow tax base the rates must rise still higher to pro- 
duce needed revenues.’ But unrealistic tax rates and poorly developed tax 


‘Taxation Convention with Pakistan, Executive N, 85th Cong., Ist sess. (1957), art. 
XV(1) ; S. Executive Rept. No. 1 (1958), pp. 2-3. 

*For an extended criticism of tax sparing see Surrey, ‘The Pakistan Tax Treaty and 
Tax Sparing,” 11 National Tax Journal 156 (1958). ee also Kust, “The Pakistan Tax 
Treaty,” 10 Tax Executive 303 (1958). For a defense, see Crockett, “Tax Sparing,” “A 
Legend Finally Reaches Print,” 11 National Tax Journal 146 (1958). 

"See Surrey, ‘Tax Administration in Underdeveloped Countries,” 12 University of Miami 
Law Review 158 (1958). 
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rules in turn impede domestic capital formation and investment. The govern. 
ments then turn to tax preferences and concessions, which are difficult to ad- 
minister either fairly or rationally. The result is an entirely inadequate revenue 
system badly in need of complete revision. Many underdeveloped countries rec. 
ognize these problems and either through tax inquiry commissions of their own 
or with the aid of technical tax missions are seeking more rational tax strye 
tures. 

In this process the tax sparing treaty would become a force acting in entirely 
the wrong direction. The tax sparing device favors a country with an unstable 
and unrealistic high rate tax system shot through with tax concessions, many 
of which are contradictory and self-defeating. As such it tends to postpone in- 
telligent revision of foreign tax systems. Moreover, the underdeveloped coun- 
tries desperately need revenues for public projects. Encouragement on our part 
to pressures for tax concessions by those countries—an encouragement inherent 
in the tax sparing device since the tax concession means reduction in U.S. tax— 
may wel result in depriving them of revenues they could just as readily obtain. 
A number of underdeveloped countries that have tax concession laws are now 
taking a long and sober look at those laws, their effect on revenues, and their 
strain on tax administration. The rash of incentives and concessions might 
well pass more quickly and be followed by stable and realistic laws but for a 
treaty device which encourages Our investors abroad to bring pressures on 
foreign countries to grant and retain tax concessions. 

Those advocating the exemption of foreign income from the U.S. tax ora 
reduction in the rate of that tax, whether by statute or treaty, are implicitly 
contending that the rates of income tax in the capital importing countries should 
remain low. Otherwise, there is not much point to the drive for lowered rates 
in the United States, if the result is to remain subject to high rates abroad. 
Thus, the International Chamber of Commerce, in its congress at Naples in 1957, 
urged (1) that only the country of source should tax the income and the country 
of residence should therefore exempt foreign income; and (2) that prudent in- 
vestors attach importance to the simple principle of a low rate of tax and 
therefore countries desiring to attract private capital should give attention to 
this fiscal principle. There is much here for the underdeveloped countries to 
ponder, before they urge the capital exporting countries to withdraw from the 
credit principle in favor of reduction of exemption. The credit system really 
operates as a protective shield behind which a capital importing country can 
work out its fiscal policy—low rates or high rates on income—without appre 
ciable deterrence to the attraction of foreign capital until its rates exceed those 
of the capital exporting countries. 

The governmental policies of the United States and the efforts of its investors 
abroad should therefore be in just the opposite direction from that of rate reduc- 
tion through legislation or treaty. Both our Government and our investors 
abroad would be better served by the existence of stable and rational tax systems 
in the underdeveloped countries, with all that such systems imply for govern- 
mental strength and a sound economy. Our investors would find this so even if 
foreign tax rates become relatively high. One has only to look at our invest- 
ments in Western Europe and Canada, areas with high tax rates. The tax 
sparing treaty when viewed from the real needs of the underdeveloped countries 
and from the standpoint of our ability to assist them is certainly not a useful 
device. All sides would be better served if our Government would discard this 
approach in its international tax treaty processes and move on to more worth- 
while measures.® 


TAX DEFERRAL AND DOMESTIC INCORPORATION 


We can turn therefore to some of the less sweeping proposals currently under 
discussion. At this level, the most important proposal involves our tax deferral 
policy and its dependence on the foreign subsidiary form as the operative mecha- 
nism. As discussed earlier, a deferral of the U.S. tax on foreign income can be 
obtained if the foreign activity is organized in foreign subsidiary form. In view 
of the importance of the deferral, the major part of U.S. investment abroad, 


®It may also be ovserved that a process of fixing U.S. tax rates on U.S. taxpayers by 
treaty runs counter to the traditional congressional methods of fixing tax rates by legisla- 
tion originating in the Ways and Means Committee and the House of Representatives. 
There is certainly much to be said for maintaining this traditional procedure in this situa- 
tion, for the tax treaty process is hardly a suitable procedure for fixing tax rates on U.S. 
taxpayers. See Surrey, supra note 6, at 162. 
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apart perhaps from natural resources investment, is conducted by foreign sub- 
sidiaries owned by U.S. parent corporations. Recently this method of operation 
has been extended to that of a central foreign subsidiary located often in a tax 
haven country, which in turn acts as a holding company for the operating foreign 
subsidiaries.” This form of organization gives a coordinated operation which is 
entirely free of U.S. tax, except as the central foreign subsidiary pays dividends 
to its U.S. parent. On all other profits the only taxes applicable are the foreign 
taxes, at rates varying from country to country. Such a coordinated operation 
permits the investor abroad to shift profits and investment from one foreign 
country to another free of the claims of the U.S. tax. While the benefits of 
deferral are very valuable, as observed earlier, they can be obtained only by 
operating through foreign subsidiaries, with the coordinating corporation pref- 
erably located in a tax haven country with no currency restrictions. 

Two important issues of tax policy here arise. First, should the rule that tax 
may be deferred by use of a foreign subsidiary be continued? On this question, 
tax history, the fact that the organization of so much of our foreign investment 
is built on this rule, and the desirable accommodation to international relation- 
ships which it produces, all favor continuance of the rule. Further, a deferral 
approach is an inducement to continued foreign investment since the reinvestment 
of foreign profits in effect extends the period of deferral. 

Second, if the deferral rule is to be continued, should deferral be made avail- 
able without the necessity of resorting to foreign incorporation or tax haven 
operations? The dependence on foreign incorporation as the operative device 
to accomplish the tax deferral does present nontax business problems and 
obstacles in some situations. It also involves uncertainties and the anomalies 
inherent in worldwide shopping for tax haven countries. Consequently, should 
tax deferral for foreign income therefore be affirmatively granted to a domestic 
corporation with activities abroad? 

As a general proposition it would seem this step should be taken if its ac- 
complishment (a) does not involve the creation of opportunities for tax avoid- 
ance either not present today or held in check by difficulties inherent in foreign 
incorporation, and (b) does not involve undue tax complexity overbalancing 
thereby the present difficulties and anomalies under foreign incorporation. The 
answer to the policy question therefore turns largely on the technical tax prob- 
lems involved in permitting tax deferral to domestic corporations with foreign 
income. 

As a matter of tax technique, the policy of tax deferral through domestic in- 
corporation could be accomplished by recognition under the U.S. income tax of 
a special class of domestic corporations whose activities essentially would in- 
volve only foreign operations (here called U.S. foreign business corporations). 
These corporations would not be liable for U.S. tax as long as their income was 
being utilized in foreign operations. This deferral of tax would end on distribu- 
tion of the income to the shareholders of the U.S. Foreign Business Corporation, 
and the income would then be subject to the U.S. corporate tax. Presumably, 
such corporations would perform the same operative functions as do foreign 
holding or operating companies and tax haven base companies. As domestic 
corporations, however, they would in addition afford whatever nontax ad- 
vantages adhere in U.S. incorporation as compared with foreign incorporation, 
in either international law, for example, or in domestic matters as borrowing 
from institutional investors reluctant to lend to foreign entities. 

A large number of tax problems of varying degrees of technical difficulty and 
policy would have to be met in formulating a statutory plan for such U.S. 
foreign business corporations. For example, should any foreign activities 
ranging from portfolio investment through exporting (e.g., should income from 
exporting qualify at all and if so should it qualify when used to further export 
activities only) to licensing and industrial investment be permitted to qualify ; 
what restrictions should be placed on the actual use in the United States of 
the funds of such corporations, on their domestic operations, and on their 
ownership of domestic assets; how and when should the income of such corpo- 
rations be taxed (e.g., if the income is taxed on distribution to shareholders 
should the corporation then be taxed and if so should the tax be at current 
rates or the rates applicable to the year the distributed income was earned— 
under some appropriate tracing rule; or should the income be taxed to the 


°For a discussion of tax haven rules and a description of the laws of some tax havens 
See Gibbons, “Tax Factors in Basing International Business Abroad” (Harvard Law School 
International Program in Taxation (1958) ). 
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shareholders of the corporation, as in the case of a foreign subsidiary or g 
sec. 931 corporation) ; should ownership be restricted to U.S. corporations and 
individuals or would foreign ownership be permitted ; how should the treatment 
of such corporations be coordinated with the personal holding company provi- 
sions where closely held’ corporations are involved; what would be the status 
of losses suffered by such corporations; what would be the treatment of deple 
tion for such corporations; what problems of application and computation arise 
with respect to the foreign tax credits of such corporations; should permission 
be freely granted to transfer appreciated assets tax free to such corporations 
and by such corporations to foreign corporations; how should the liquidation 
of such corporations be treated; what should be the treatment if such a cor- 
poration ceases to qualify for the deferral? 

Assuming that proper rules may be formulated for such U.S. foreign business 
corporations, decisions must then’ be reached on perhaps even more difficult 
policy issues. Thus, should the Western Hemisphere trade corporation treat- 
ment be continued if this new policy is adopted? Further, what status should 
be accorded to foreign subsidiary and tax-haven operations thereafter? After 
all, if less complexity in our tax laws is one objective, it is hardly achieved 
by adding still another form of organization to be considered in choosing among 
the available alternatives. It is likely that the rules regarding U.S. foreign 
business corporations will be complex in themselves, at least if the British 
experience in this area is an indication. Will our corporate investors simply 
turn their backs on these rules and continue to use foreign subsidiaries and 
tax havens wherever possible? If so, an administrative argument advanced for 
these special domestic corporations—that through their annual returns and the 
like our Treasury will have better administrative control over the foreign 
operations involved—cannot be sustained. While elimination of the Western 
Hemisphere trade corporation rate preference would be warranted and techni- 
cally simple, any restrictions on foreign subsidiary and tax-haven operations 
would probably present many problems. Unless it were said in effect that only 
U.S. foreign business corporations could have foreign subsidiaries, in that in 
other cases the income of controlled foreign subsidiaries would be taxed directly 
to the U.S. parent, it becomes necessary to divide foreign subsidiaries and tax- 
haven operations into the good ones and the bad ones. Obviously this would 
be a difficult task. Perhaps stockholder, banking, or other pressures might 
force our investors abroad, especially the public companies, to use such U.S. 
foreign business corporations rather than tax-haven operations, so that a signifi- 
eant part of foreign investment would then follow this organizational form. But 
whether this would be so, would, to a considerable extent depend on the com- 
plexity of any such provision, and yet considerable complexity seems almost 
inevitable. 

While these—and additional problems that undoubtedly exist—may appear 
lengthy as a list, they are really only illustrative of the technical questions that 
arise under our complex tax law in respect of any proposal involving the creation 
of a special status for a particular form of business organization. These prob- 
lems can best be explored through the procedure of preparing and testing a 
statutory draft. It would be very desirable to have the matter considered in 
conjunction with the Treasury tax experts. If a workable draft seemed possible, 
it should then be tested through public hearings by the House Ways and Means 
Committee. 

It must be remembered that the result sought through the U.S. foreign 
business corporation—deferral of tax through a domestic corporation—is 
neither so vital nor so capable of producing a significant increase in U.S. foreign 
investment as to justify extreme haste in pushing through such a statutory 
change. However, the result does appear to embody sufficient advantages to 
warrant its careful exploration. It is almost impossible to weigh the merits 
and difficulties of this step in the abstract. Consequently, it would be desirable 
to undertake such exploration through work on a statutory draft.” 


2°There are also some minor technical issues in the foreign income area that deserve 
exploration. Among these are consideration of an overall limitation, or some modification 
thereof, as compared to the per country limitation under the orn tax credit; revision 
of sec. 902(d) extending the foreign tax credit to royalty payments but on an overgenerous 
basis when the royalty is deductible in computing the foreign tax ; further analysis of the 
concept of an “income tax” as the operative concept under a foreign tax credit mechanism 
which extends to income taxes or taxes in lieu thereof (see Surrey, supra, note 4, at 820- 
822): consideration of the rules governing the source of income, another essential in- 
aggre of the foreign tax credit mechanism, and a more systematic handling of these rules 
n our international tax treaties. 
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CONCLUSION AND SUMMARY 


The U.S. income tax when viewed in proper perspective has achieved a balance 
between observance of the basic standard of tax equality among our taxpayers 
and necessary accommodation to the revenue claims of other countries when 
international activities are involved. As respects tax equality, our income tax 
rests tax jurisdiction on residence and nationality as well as geographical 
source, so that American citizens and corporations with foreign income are 
required to pay tax on that income. However, as respects accommodation to 
foreign taxing jurisdiction, the United States grants a tax credit for foreign 
income taxes paid and thereby permits the U.S. taxpayer investing abroad to 
reduce his U.S. taxpayment accordingly. It is this credit which makes foreign 
investment possible at all. As a further accommodation, the United States grants 
tax deferral to U.S. taxpayers investing abroad in foreign subsidiary form. 
This tax deferral is a decided advantage, for it is an interest-free loan in the 
amount of our tax on the foreign income, automatically granted by our Govern- 
ment without any security or collateral, and with the maturity controlled by the 
taxpayer. These two accommodations are capable of rational support. The 
third significant aspect of our treatment of foreign investment consists of the 
distinct rate preferences accorded to foreign income. The formulas under the 
foreign tax credit permit rate reductions ranging up to 12 points, or 23 percent 
of tax. The Western Hemisphere trade corporation provision permits rate 
reductions ranging from 9 to 14 points. These rate preferences appear to be 
unjustified. 

In the light of this perspective there are no fundamental corrective changes 
to be made in the interests of foreign investment and no major proposals to 
reduce the burden on foreign income relative to domestic income that deserve 
support. A further tax subsidy for foreign investment would be a waste of 
Government revenues and result in windfalls to most investors abroad. There 
is no real evidence to show that the tax reduction would increase foreign 
investment. In view of the unselective nature of a tax subsidy, the subsidy 
would go to the riskless investment along with the risky, to the old investment 
along with the new, to the undesirable investment as well as the desirable. A 
tax subsidy cannot channel additional private investment to those areas where 
it is most needed. Viewed objectively, the question is not that of additional 
tax reduction for foreign income, but whether the existing tax reduction now 
accorded to that income is justifiable. 

The proposal for tax sparing treaties, granting a foreign tax credit for taxes 
not paid te foreign countries, is also unsound. It involves a discrimination 
between the investor at home and the investor abroad, since the tax nat paid to 
the foreign country becomes, when a credit is given for its amount, equally a 
tax not paid to the United States and hence a reduction in the U.S. tax. In 
addition, it involves bizarre discriminations among U.S. investors abroad, for it 
favors investors in one foreign country as against another foreign country 
depending not on the need for investment in one or the other country nor on the 
level of tax rates in the foreign countries but whether or not a country has 
adopted a tax concession law containing a particular form of concession. Even 
within one foreign country it discriminates between investors solely on the form 
of income, such as those receiving operating profits as against royalties from 
patent licenses. Moreover, tax sparing by stressing foreign tax concessions 
and lower rates places a serious obstacle in the way of the reform of foreign 
fiscal systems. Such reform is needed in underdeveloped countries so that 
they can both raise revenues commensurate with their needs and also provide 
the stable tax system required to promote capital formation and investment. 
Since tax sparing works in just the opposite direction, by favoring the unstable 
system and revenue reduction, it is contrary both to the needs of underdeveloped 
countries and to our objectives in assisting those countries. 

In the area of less sweeping proposals that merit consideration, attention 
should be paid to permitting tax deferral for foreign income to be obtained 
through domestic incorporation rather than being dependent, as it is today, on 
the use of foreign subsidiaries and tax haven operations. This might be achieved 
through the creation of a special class of domestic corporations, referred to as 
U.S. foreign business corporations, whose activities would be confined solely 
to the foreign area and whose income would not be taxed until distributed to 
their shareholders. But this step should be taken only if it can be accomplished 
without involving the creation of opportunities for tax avoidance, either not 
present today or held in check by difficulties inherent in foreign incorporation, 
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and wthout involving undue complexity. A large number of technical and policy 
problems would have to be met in formulating a statutory plan for such 
corporations. However, the result does appear to embody sufficient advantages 
to warrant its careful exploration through work on a statutory draft of the 
proposal. 


OVERALL LIMITATION COMPARED TO PER-CoUNTRY LIMITATION 


CONCLUSIONS 


1. In the context of the operation of the tax credit system it appears that the 
overall limitation is preferable to the per-country limitation. 

2. Taking into account various preferential provisions in the code, however, 
the operation of the overall limitation should perhaps be restricted in order to 
protect the revenue and avoid lowering tax rates for those taxpayers who al- 
ready benefit from preferential treatment. 

3. The simultaneous application of the overall and per-country limitations, as 
under section 5 of the Boggs bill, does not appear to be justified. 

4. The choice between the overall and per-country limitations or the alterna- 
tives proposed in section 5 of the Boggs bill is not a significant choice in terms 
of the current policy objective of channeling foreign investment toward under. 
developed countries. Consequently the considerations should be weighed in the 
light of the broader policy regarding the taxation of foreign source income in 
general. 

5. Inasmuch as a large proportion of taxpayers who feel the full weight of the 
per-country limitation are taxpayers who benefit from provisions granting a 
preferential tax rate to foreign source income, the choice of the kind of limita- 
tion to be applied to the credit might well be considered in the context of a gen- 
eral review of code provisions applicable to foreign source income. That is, in- 
stead of adjusting the overall limitation for these taxpayers, as in 2 above, it 
would probably be more rational to eliminate some of the preferential provisions 


and at the same time liberalize the tax credit system by adopting an overall 
limitation. 


I. OPERATION OF PER-COUNTRY AND OVERALL LIMITATIONS 


Under the per-country limitation, the maximum amount of credit allowed for 
the foreign income tax paid to a foreign country is the U.S. tax on income de 
rived from sources in that country. The per-country limitation is: U.S. tax 
(before credit) times income from country divided by total income 

Under the overall limitation, the maximum amount of credit allowed for in- 
come taxes paid to all foreign countries is the U.S. tax on aggregate foreign source 
income. The overall limitation is: U.S. tax (before credit) times aggregate 
foreign income divided by total income. 

The advantage of the overall limitation to taxpayers is that the aggregation 
of foreign income in the limitation as applied to aggregate foreign taxes permits 
foreign taxes paid in a country in which the tax rate is higher than the U.S. 
rate to be credited in full if they can be offset against taxes paid in a low- 
rate foreign country. That is, it allows for the averaging of foreign tax rates. 
If the average foreign tax rate on all foreign source income is less than the U.S. 
rate, the overall limitation permits the entire amount of all foreign taxes to be 
eredited. The taxpayer’s effective tax rate (United States plus foreign) on 
aggregate foreign income will be the U.S. rate. Under the per-country limi- 
tation, on the other hand, no averaging occurs. If the tax rate in country X 
is less than the U.S. rate, the rate on income from country X is the U.S. rate. 
If the tax rate in country Y is higher than the U.S. rate, the rate on income 
from country Y is the higher foreign rate. As compared to the overall limitation, 
the taxpayer will lose credit for a part of the tax paid to country Y; it will 
have “excess credit” due to the high rate in country Y. The taxpayer’s effective 
tax rate on aggregate foreign income (United States plus foreign) will be higher 
than the U.S. rate. 

The advantage of the per-country limitation to taxpayers is that the credit 
for taxes paid to country X will not be reduced by reasons of a loss incurred in 
country Y, assuming the taxpayer has more domestic source income than the 
amount of the loss. In effect, the per-country limitation allows foreign losses 
to be offset against domestic source income with the consequent reduction in 
the U.S. tax on domestic source income. Under the overall limitation, on the 
other hand, a loss to country Y reduces aggregate foreign income and conse- 
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quently may operate to reduce the amount of credit for taxes paid to country 
X where the loss did not occur. The overall limitation does not allow foreign 
Josses to be offset against domestic income. 

If a taxpayer derives foreign source income from only one country and pays 
creditable taxes to only one foreign country, it is immaterial which limitation is 
used. 


II, EVALUATION OF LIMITATIONS IN CONTEXT OF FOREIGN TAX CREDIT SYSTEM 


A, Arguments in favor of overall limitation 


1. Taxpayer equality—The fundamental purpose of the foreign tax credit 
system is to eliminate a deterrent to the free flow of foreign trade and invest- 
ment. At the same time the credit system is based on the principle of maintain- 
ing tax equality as between those taxpayers who pay foreign taxes and those 
who do not. This principle may be stated as a principle of tax neutrality as 
between domestic and foreign source income. Given these two objectives the 
furthest the United States can go toward producing tax equality and still 
maintain the right to collect a full tax on domestic source income is to use the 
overall limitation. In terms of achieving taxpayer equality, the per-country 
limitation has the disadvantage that in any case where a taxpayer pays taxes 
to one or more foreign countries at a rate higher than the U.S. rate, it will 
inevitably be subjected to a higher tax rate on foreign source income than the 
tax rate applicable to domestic source income, since the rate on income from 
low-rate foreign countries is raised to the U.S. rate. Under the overall limita- 
tion, on the other hand, the tax rate on foreign and domestic source income 
will be equalized so long as the average foreign tax rate is less than the U.S. 
rate. There is good reason for subjecting aggregate foreign income to a tax 
rate as high as the U.S. rate, under the overall limitation, in order to preserve 
taxpayer equality as between those taxpayers who pay foreign taxes and those 
who do not. There is no comparable reason, however, for subjecting income 
from each foreign country to a tax rate as high as the U.S. rate since this tends 
to produce inequality rather than equality. 

2. Additional incentive to foreign trade and investment.—Since the overall 
limitation would undoubtedly result in lower tax rates for many taxpayers 
engaged in foreign operations and produce tax neutrality in many cases where 
it does not now exist under the per-country limitation, it would tend to encour- 
age foreign operations. A shift from the per-country to the overall limitation, 
as a tax incentive technique, is preferable to most other proposals in this area 
since it would preserve tax equality rather than produce a tax differential in 
favor of foreign source income. 

3. Elimination of double taxation arising out of differences in source rules.— 
Under the per-country limitation double taxation may occur whenever a foreign 
country imposes a tax on income, which, by U.S. standards, is not income de- 
tived from sources in that foreign country. By using an overall limitation such 
instances of double taxation will tend to be eliminated whenever the taxpayer 
has income from more than one foreign country since the foreign tax which 
could not be credited under the per-country limitation may be credited against 
the U.S. tax on income from other foreign sources. 

4. Internal equity of the tagw credit system.—The nonneutral results of the 
per country limitation are not felt equally by all taxpayers. When taxpayers 
operate through foreign subsidiary operating companies and foreign holding 
companies, foreign tax rates on income arising from different foreign countries 
tend to be averaged just as they are under the overall limitation because the 
source of income from foreign corporations is ascribed to the country of in- 
corporation. Consequently the full impact of the per-country limitation is felt 
only by individual taxpayers and corporations which operate through foreign 
branches. This produces a substantial internal inconsistency and inequity in 
the operation of the credit system. 

5. Administrative simplicity—The Internal Revenue Code provides rules for 
determining when income is derived from foreign sources and when it is derived 
from domestic sources. The principles of these rules must be applied in order 
to determine the particular country of source of income. In some instances 
it is diffieut to apply these principles which means that in some areas the 
law is uncertain. Moreover, particularly when a U.S. corporation operates 
through branches in several foreign countries, it is a heavy administrative burden 
to determine the particular countries of source of its income. If the overall 
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limitation were used, compliance with the tax credit provision would be greatly 
simplified. (It should be noted, however, that the advantage of administrative 
simplicity is not obtained under part 5 of the Boggs bill. See discussion in pt 
V below). 


B. Arguments in favor of per-country limitation 

1. Revenue needs.—A shift to the overall limitation would result in a loss of 
revenue. (This loss might be substantially reduced if adjustments were made 
in applying the overall limitation for taxpayers receiving preferential treatment 
under the code. See part III below.) There are no current estimates, how- 
ever, as to the amount. One question is whether this loss can be accepted in 
the light of the current fiscal position of the Government. In terms of long-run 
policy the questions are whether this loss will be compensated for by increased 
revenue which can be expected to arise out of increased foreign economic activi- 
ties due to the use of an overall limitation and whether the marginal revenue loss 
may be justified in economic terms in any event by the marginal increase in for- 
eign trade and investment. 

2. International equity.—It can be argued in favor of the per-country limita- 
tion that it achieves a better balance of international equity than the overall 
limitation; that is, that it apportions the cost (revenue loss) for removing the 
burden of international double taxation more fairly between the United States 
and foreign countries. The per-country limitation has the general effect of re- 
quiring foreign countries to conform with U.S. concepts of taxation and the level 
of tax rates if they wish to secure the full advantages of the U.S. credit system. 
In effect it gives the United States increased leverage in requiring foreign gov- 
ernments to forgo part of their taxes on U.S. citizens and corporations in income 
tax treaties. For example, if a foreign country has a very high tax rate or 
source rules which are different from U.S. source rules, it will be more likely 
to lower its rate or change its rules in the interest of stimulating investment 
by U.S. corporations if the impact of the high rate or different source rules are 
felt by the corporation, as they are under the pe-county limitation, than it would 
be if the impact were felt only by the U.S. Government in a loss of revenue, as 
might occur under an overall limitation. 

3. Offsetting foreign losses against domestic income.—If a taxpayer contem- 
plates expansion into a new foreign country in which it may suffer losses in 
the early years, the operation of the per-country limitation will not add to 
this loss as the portion of the overall limitation might. If the possibility of 
losses is considered to be a serious deterrent to the expansion of foreign trade 
and investment, the per-country limitation can be considered as a valuable 
device. It appears unlikely, however, that losses do occur so frequently or are 
expected to occur so frequently that the impact of the overall limitation would 
seriously handicap the expansion of foreign business. 


C. Conclusion 

Considered solely in the context of the operation of the credit system the 
overall limitation appears to be preferable to the per-country limitation. It 
should be noted that there is no close connection between the current policy 
objective of stimulating foreign investment in underdeveloped countries and the 
choice between the per-country and overall limitation. One type of limitation 
cannot be said to be preferable to the other in terms of channeling the flow 
of investment toward underdeveloped countries as compared to industrialized 
countries. 


III, EVALUATION OF LIMITATIONS IN LIGHT OF PREFERENTIAL PROVISION NOW IN CODE 


While there appears to be sound reasons for shifting to an overall limitation 
in the context of the operation of the tax credit system, serious doubts arise 
when the simultaneous application of an overall limitation and certain preferen- 
tial provisions now in the code is considered. The considerations involved vary, 
depending upon the type of preferential provision. 


A. Western Hemisphere trade corporations 


Under the per-county limitation, the tax rate on income received by a WHTC 
from each foreign country in which it operates is either 38 percent, if the 
foreign tax rate is less than 38 percent, or the foreign tax rate where this 
rate is higher than 38 percent. By permitting a WHTC to use an overall limi- 
tation, two results which could be considered to be undesirable would occur: 
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(1) Because the U.S. rate on a WHTC is 38 percent rather than 52 percent, the 
loss of revenue occasioned by the use of an overall limitation by a WHTC might 
be more substantial than the loss occasioned by its use by other corporations. 
In other words, excess credit which can be carried over from a high-rate to a 
low-rate country, will not be the difference, for example, between a foreign tax 
imposed at 60 percent and the U.S. tax imposed at 52 percent but the difference 
between the foreign tax of 60 percent and the U.S. tax of 38 percent. Thus, 
assuming all the excess credit carried over could be absorbed, the U.S. Govern- 
ment would stand to lose more revenue from WHT corporations than from 
other corporations. (2) The chief argument in favor of an overall limitation 
is that it would reduce the tax rate for more taxpayers to the regular U.S. tax 
rate. This argument does not apply to WHT corporations which are already 
taxed at a preferential rate and probably very rarely pay a tax at a rate as 
high as the regular U.S. tax rate. (If they were paying tax at such a high 
rate they would not be operating as WHT corporations.) Therefore, the loss 
of revenue described in (1) above does not have this compensating justification. 

In order to meet these problems, an exception or an adjustment could be 
made in the application of the overall limitation for WHT corporations. One 
possible adjustment would be to allow a WHTC to carry over from a high-rate 
to a low-rate foreign country only the excess credit arising out of the difference 
between the regular U.S. 52 percent rate and a foreign rate righer than 52 
percent. (This is the proposal made in the Treasury Department comments on 
sec. 5 of the Boggs bill.) If a WHTC does not pay a tax in any foreign country 
at a rate higher than 52 percent, this adjustment has the same effect as if a 
WHTC were subjected to a per-country limitation. If a WHTC does pay a 
tax in any foreign country at a rate higher than 52 percent, it has the result 
of equalizing the advantage of an overall limitation to a WHTC and other cor- 
porations in terms of reducing the overall effective tax rate on foreign source 
income. In either case, the revenue loss occasioned by the lower WHTC rate 
will be avoided. 

The above adjustment, however, still allows a WHTC to secure some of the 
advantage of reducing its overall tax rate on foreign source income through 
the application of the overall limitation when there is no reason to reduce its 
tax rate on foreign income inasmuch as its tax rate on aggregate foreign in- 
come may already be less than the regular U.S. rate even under the pre-country 
limitation. In order to avoid this result, a WHTC might be required to use 
a per-country limitation under all circumstances. It appears very probable that 
use of a per-country limitation would cause the overall tax rate of a WHTC 
on aggregate foreign source income to rise above 52 percent only in very rare 
instances since a WHTC is not normally used when foreign tax rates are high. 
In effect, a corporation would have the choice of the benefits of the WHTC 
provisions or the overall limitation. 


B. Exemption of Puerto Rican source income for residence of Puerto Rico 


Under section 933 of the code a bona fide resident of Puerto Rico is exempt 
from U.S. tax on income derived from Puerto Rico. Under the per-country 
limitation, he cannot credit his Puerto Rican tax; the limitation on the credit 
for such taxes is zero since he has no Puerto Rican taxable income. In effect, 
the Puerto Rican tax takes the place of the U.S. tax on Puerto Rican income. 
Under an overall limitation some or all of the Puerto Rican tax might be credited, 
assuming the taxpayer has income from other foreign sources. This would ap- 
pear to be a completely anomalous result since the apparent purpose of section 
933 was not to lower the taxpayer’s tax rate on his entire income but to sub- 
stitute the Puerto Rican tax for the U.S. tax on Puerto Rican income. In a 
one allowing a credit for the Puerto Rican tax is like allowing a credit for 

Tax. 

This result could be avoided by providing in the code that no credit will be 


gg for the Puerto Rican tax imposed on bona fide residents of Puerto 


C. Exemption for earned income under section 911 of code 


Under section 911 of the code, U.S. citizens who are bona fide residents of a 
foreign country pay no U.S. tax on their foreign source earned income. Never- 
theless they may credit foreign taxes paid on earned income unless prevented by 
the limitation on the credit. This simultaneous exemption and credit may or 
may not be considered to be undesirable. The difference between the per- 
country and overall limitation, in this regard, is that if it is considered to be 
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undesirable, the overall limitation will tend to exaggerate the undesirable result: 
the foreign tax on earned income will be more likely to be creditable since it 
can be offset not only against the U.S. tax on unearned income from the country 
where income is earned, but also against income from all other foreign countries, 
If the intention of section 911 is not to reduce the taxpayer's U.S. tax rate on 
all types of income, but to maintain the U.S. tax rate on unearned income while 
exempting only earned income from U.S. tax, then no credit should be allowed 
for a foreign tax imposed on earned income which is exempt from U.S. tax. 
The result of the simultaneous application of the exemption for earned income 
and the overall limitation (and, to a lesser extent, the per-country limitation) 
is that the taxpayer’s U.S. tax rate on all income is lowered, the credit eliminates 
a larger amount of U.S. tax, and the taxpayer pays overall taxes on all foreign 
source income at a lower rate than the rate applicable to domestic income. 


D. Percentage depletion 


Percentage depletion for the extractive industries is like the foregoing pro 
visions in that it results in a below-normal U.S. tax rate. However, it is unlike 
the preivous examples in that it is not a preferential provision applicable only 
to foreign source income. In terms of loss of revenue, it is possible that an 
overall limitation would have its most serious consequences when used by tax- 
payers entitled to percentage depletion. Assuming the U.S. tax rate under 
percentage depletion is 35 percent, as compared to the standard 52 percent, the 
excess credit which can be carried over from a high-rate foreign country, for 
example, a country with a 60-percent rate, to low-rate countries under the overall 
limitation will be the difference between 60 percent and 35 percent rather than 
the difference between 60 percent and 52 percent. 

Whether this carryover is considered desirable, apart from the cost in revenue, 
depends upon whether the 35 percent rate is considered the norm toward which 
tax rates on corporations engaged in the extractive industries should tend or 
whether it is considered as an incentive rate designed to promote new discoveries. 
By carrying over excess credit above 35 percent, the tax rate on all phases of 
the business, including processing and selling, will tend toward the 35 percent 
rate. This may also occur under the per-country limitation but it is less likely 
to since the extraction of natural resources often takes place in a different coun- 
try than the country in which processing and sales occur. 

Unlike the WHTC situation, it would not appear to be feasible to reduce the 
carryover from a high-rate country to the difference between the foreign rate 
and the regular U.S. rate since this would require income from each foreign 
country to be computed twice, once using percentage depletion and once using 
cost depletion—not to mention other preferential provisions applicable to the 
computation of income in the extractive industries. 


Iv. OVERALL LIMITATION AND CARRYFORWARD OF CREDIT UNDER SECTION 904 (C) 
OF CODE 


Section 904(c) of the code allows excess credit for the tax paid to any one for- 
eign country to be carried forward 5 years and back 2 years. This carryover of 
credit was designed particularly to prevent the loss of credit occasioned by dif- 
ferences in annual concepts of taxable income under U.S. and foreign law. 
It may, in some instances, also prevent the loss of credit arising out of dif- 
ferences in source rules. It cannot prevent the loss of credit caused by high 
foreign tax rates. As compared to the overall limitation, it allows a carrycver 
from year to year rather than from one country to another. If the decision were 
now open, it would probably have been preferable to adopt an overall limitation 
rather than the carryover under section 904(c) since it would have prevented 
a loss of credit for more taxpayers and since use of an overall limitation simpli- 
fies the credit system while the carryover complicates the system. 

Given the carryover provisions, use of the overall limitation would reduce 
the number of instances in which there will be excess credit to carry over and to 
that extent reduce the complexity of the system. However, as the discussions 
below (pt. V) will point out, a system which includes both an overall limita- 
tion and a per-country limitation, and a carry forward and back of credit be- 
comes extremely complicated. 


V. SIMULTANEOUS APPLICATION OF OVERALL AND PER-COUNTRY LIMITATION 


Section 5 of the Boggs bill allows the taxpayer the simultaneous advantages of 
both the per-country and overall limitations. This is done by retaining the per- 
country limitation in the sense that it will be necessary to compute this limita- 
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tion for each country and allowing excess credits to be carried across from high- 
rate countries to low-rate countries. After the additional amount of credit 
computed under the overall limitation, as compared to the sum of the per- 
quntry limitations, has been proportionately allocated to high-rate countries 
qd thereby constructively reduced these taxes and has been proportionately 
allocated to low-rate countries and thereby constructively increased these taxes, 
the per-country limitation is applied. Any excess credits remaining after this 
procedure are carried forward or back on a country-by-country basis under 
section 904(¢). 

Assuming that application of the overall limitation is desirable, the question is 
whether it is also desirable to give taxpayers the simultaneous benefits of the per- 
euntry limitation, as in the above proposal. There are several criticisms of 
section 5 of the Boggs bill: 

(1) The utility of the per-country limitation from a point of view of stimulat- 
ing foreign trade and investment is limited. (See pt. II-B-3, supra.) More- 
over, retaining this limitation has no special value in terms of encouraging 
investment in underdeveloped countries rather than developed countries. 
Consequently it could well be concluded that the complex calculations involved 
in section 5 are not justified by the relatively insignificant advantages to be 
gained in terms of national policy. 

(2) The administrative simplicity which would be derived from the appli- 
cation of the overall limitation are completely lost. Section 5 of the Boggs bill 
substantially increases the complexity of the tax credit system as compared to the 
operation of the overall limitation and even as compared to the operation of the 
per-country limitation. 

(3) If the overall limitation is to be used in order to give more taxpayers 
the benefit of paying taxes on foreign source income at a rate which is no higher 
than the regular U.S. rate on domestic income, there is no reason for allowing 
taxpayers at the same time to pay taxes on domestic source income at a rate 
below the regular U.S. rate, as will occur whenever the per-country limitation 
becomes operative (under the provisions of the Boggs bill, the limitation would 
be operative only when there was a loss in one or more foreign countries). 
In terms of tax equality, there has been an overcompensation for taxpayers 
earning foreign source income. 

(4) The application of the per-country limitation in conjunction with the 
overall limitation eliminates two of the three arguments in favor of the appli- 
cation of the per-country limitation alone. (See pt. II-B (1) and (2) supra.) 
The revenue loss is, of course, greater than if either limitation were applied by 
itself, and the utility of the per-country limitation as a bargaining factor with 
foreign countries is lost. 


Frievroma, Inc., April 1, 1959. 
Hon. LINDSAY, 
House Office Building, 
Washington, D.C. 


My Dear Mr. Linpsay: As secretary-treasurer of Fleuroma, Inc., a corpora- 
tio engaged in the manufacture of bases for perfumes which are exported 
tomany parts of the world, I feel strongly about the need for positive action 
on H.R. 5, the Boggs bill. 

My company is presently engaged in a program of expanding our foreign 
markets. Though relatively small, we are obliged to service our customers 
installed abroad by establishing oversea branches, and we are pleased to do 
this ~ order to support the much greater efforts of these customers in many 
countries. 

However, our present system of taxation not only penalizes any efforts to 
widen our markets, but also puts us at a great disadvantage in competitive 
markets in Europe and Asia. The provisions of the Boggs bill will do a great 
deal to relieve this situation and produce a greater incentive to establish over- 
sea branches, with a better chance of success of such American investments 
abroad. In addition, this would eventually relieve the American taxpayer by 
ones the necessity of foreign aid being supplied by our Government to some 

ries. 

Your vigorous support of the Boggs bill would be very much appreciated, 
ind I ask that you please convey my views to the members of the Ways and 
Means Committee. 

Sincerely yours, 
E. Poons, Secretary-Treasurer. 
433495936 
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INTERNATIONAL PAPER Co., 
New York, N.Y., June 14, 1959. 
Hon. D. MILLs, 
Chairman, Committee on Ways and Means, 
U.S. House of Representatives, Washington, D.C. 


Dear Mr. CHAIRMAN: As a corporation with a considerable stake in over. 
sea operations, International Paper Co. has followed with interest the progress 
of H.R. 5. Instead of appearing in person before your committee, we would 
like to submit this written statement in support of the bill. 

It does not seem necessary to reiterate here the desirability of increasing 
U.S. private investment abroad. Suffice it to say that if the Nation is to meet | 
the economic challenge now posed by the Soviet Union, and if we are to demon- 
strate abroad the benefits of free enterprise, private capital will have to bear | 
the brunt of the burden. Measures which equitably advance the interests 
of American companies investing abroad should be supported in the interests 
not simply of those companies but actually of the Nation as a whole. For this | 
general reason we give our support to H.R. 5. 

However, we would also like to point out what this legislation means to | 
us specifically. Earlier in the year International Paper Co. announced the 
formation of foreign affiliates in Germany and Venezuela. In the former case 
the new company will manufacture corrugated boxes; in Venezuela paper milk 
eartons will be produced. We are now giving serious consideration to pro- 
posals to establish new manufacturing operations in other foreign countries on 
four different continents. 

We are awaiting congressional action on H.R. 5 before establishing the adminis. 
trative and managerial framework to guide our foreign operations. If H.R. 5 
is enacted, it is our intention to set up a foreign business corporation as the 
cornerstone of all our oversea operations. In this way we shall have the protec- 
tion of the U.S. flag as well as the benefits of U.S. law in the administration of 
our foreign operations. 

If H.R. 5 is not enacted, we shall be forced to give serious consideration to a 
foreign base company in Panama, the Bahamas, Switzerland, or some other tax- 
haven country. We could not justify penalizing our stockholders by unnecessarily 
paying U.S. taxes should we wish at some later date to transfer profits earned 
by our German affiliate to Venezuela to finance expansion of our affiliate there, 
when a foreign tax-haven company would provide a vehicle for tax postponement. 
Our domestic competitors have formed foreign base companies to hold similar 
foreign investments. Our foreign competitors either operate in countries where 
foreign-source income is not taxed at all or in countries such as the United 
Kingdom where the use of oversea trading corporation subsidiaries permits the 
deferral of tax on foreign-source income until this income is finally distributed 
to the parent company. 

We do not concur with the suggestion of Secretary of the Treasury Anderson 
that the right of tax deferral through the proposed foreign business corporations 
be limited to the less developed nations. Presumably this qualification would 
exclude our German affiliate. But we anticipate that earnings from this German 
company will be used as we expand our operations to less developed areas around 
the globe. That, we feel, is something which U.S. policy should foster. Effective 
encouragement of investment in the less developed nations requires that revenue 
from all foreign sources be made available for such investment. If Western 
Europe is excluded from the deferral provision, this company must give serious 
consideration to use of a base company organized elsewhere in order to defer 
U.S. taxes on earnings transferred from Germany to other foreign operations. 

One factor may be overlooked in attempting to appraise revenue loss from 
this proposal. Undoubtedly numerous other companies, like International Paper, 
are deferring decision on their own plans to see what action the Congress takes 
on H.R. 5. If the bill is not enacted, it is likely that numerous new foreign 
base companies will be formed before many months have passed. Therefore, 
much of the loss of revenue which is being attributed to this bill will occur even 
if the bill is not passed. 

As we look ahead at the possibility of expansion of our foreign operations, we 
are also concerned at the existing hindrance to the transfer of property. It is 
more than likely that in many cases it will prove most economical to transfer 
used machinery and equipment between International Paper Co. and our proposed 
foreign business corporation or between one or another of our foreign operating 
subsidiaries. An unnecessary deterrent to expansion abroad results from section 
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967 of the Internal Revenue Code that an advance ruling be obtained from the 
Commissioner of Internal Revenue that any such exchange of property is not in 
pursuance of a plan to avoid U.S. income tax. 

We, therefore, support the provisions of section 3 of H.R. 5 relating to transfers 
of property. However, this section of the bill appears to apply only to transfers 
of business property between foreign subsidiaries and not to facilitate transfers 
of property between a U.S. incorporated foreign business corporation and its 
foreign subsidiaries. We urge that this section of the bill be broadened to permit 
transfers of the latter type without the necessity of an advance ruling. 

At least two of the countries in which we are now considering foreign in- 
yestment may offer tax incentives as a means of inducing foreigners to invest. 
These tax incentives have a material effect on the profitability of the ventures 
concerned. As the law now stands, the effect of these incentives is lost since 
U.S. taxes on income increase to the extent of any concession offered by a 
foreign country. 

We, therefore, recommend that the U.S. Government accept the principle of 
tax sparing. Perhaps Congress, the State Department, and the administration 
will deem it best that this principle be written into treaties rather than enacted 
into law. But it is a fact that tax sparing is not yet in effect in any treaty 
which has been ratified between this country and any other foreign country. It 
is also a fact that a good deal of time will be required to write out appropriate 
treaties or treaty revisions. Decisions regarding the foreign investments which 
we are now considering must be made soon and tax incentives will be an im- 
portant factor in those decisions. 

Finally, we suggest that sections 5 and 7 of H.R. 5 (dealing with the alterna- 
tive limitation of foreign tax credit and the involuntary conversion of property 
of foreign subsidiaries) be retained in the bill. Both these proposals seek to 
correct inequities currently existing in our tax regulations. Neither one will 
cause a revenue loss to the Treasury Department of any great magnitude. 

We appreciate this opportunity of submitting our thoughts to the Ways and 
Means Committee and hope that constructive legislation will result from the 
committee’s hearings. 

Yours sincerely, 
J. P. MoNnGE. 


AYALA ASSOCIATES, 
San Francisco, June 24, 1959. 
Hon. MILLs, 
Chairman Ways and Means Committee, 
House of Representatives, Washington, D.C. 

My Dear CHAIRMAN MILLs: In considering the Boggs bill (H.R. 5) which 
will be of assistance to corporations, I wish to bring to your attention a pro- 
posal to assist private American citizens who wish to invest abroad or who 
already have foreign income. I do not believe in a program that gives citizens 
with interests abroad an advantage over resident citizens, but to assist in mak- 
ing its easier for a taxpayer to meet his tax obligations is a matter which 
should interest, not only the Congress, but the Treasury as well. 

It is my considered opinion that the principal problem facing anyone having 
foreign investments is obtaining foreign exchange (U.S. dollars) to meet Ameri- 
can tax liabilities. To overcome this difficulty, I suggest that a program be 
approved which would permit the payment of U.S. income taxes in the foreign 
currency in which the earnings were made. 

Because it is very difficult to obtain from the exchange control authorities 
abroad the necessary dollars to pay U.S. income tax obligations, it is frequently 
necessary for American taxpayers to have recourse to deferment of tax pay- 
ments as allowed by Treasury mimeograph 6475. However, deferment of in- 
come based on Treasury mimeograph 6475 contains a particularly vicious 
booby-trap. If the taxpayer should die with several years of accumulated de- 
ferred income, his estate faces (i) not only the obligation of paying the corres- 
ponding estate and inheritance taxes, but also (ii) the immediate payment of 
income taxes previously deferred, at the accumulatedly higher tax bracket. 

In some distressing instances, the loss of dollar assets through these tax 
payments (which must be made in dollars) may leave the heirs with nothing but 
blocked foreign investments. 

In the past, the Treasury has disapproved payments in foreign currency to 
avoid the hazards of foreign exchange fluctuations. True, this difficulty would 
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remain, but with foreign aid and State Department expenditures abroad, it 
would be reasonable to suppose that the moneys received from taxpayers could 
be immediately employed. Obtaining dollars, on a government-to-government 
level of what remained for transfer to Washington would be easier than the 
difficulties an individual faces making a request for dollars to a foreign ex. 
change control office for the payment of taxes to his Government in Washington, 

The simple procedure could be worked out on the following lines: 

(a) The taxpayer computes his adjusted net income from all sources, foreign 
and domestic, in U.S. dollars, using Treasury approved rates of exchange. 

(b) He determines the tax due on his income in the usual fashion, arriving 
at the tax due in dollars. 
| “ty He then determines the overall percentage of his tax (b) to his income 
a). 

(d) The taxpayer then segregates his income into his foreign income and 
U.S. income, and on the foreign income, applies the tax rate arrived at in 
paragraph (c). 

(e) The taxpayer pays the tax liability on his foreign income, without sub- 
mitting the tax return for verification, to an Embassy officer or any other U.S, 
Government official authorized by the Treasury to receive these tax moneys, 
For example, this official could well be the U.S. Treasury regional disbursing 
officer. His only responsibility in this matter would be to issue a receipt for 
moneys received, “no questions asked.” 

(f) The regular tax returns would still be sent by the taxpayer to his District 
Internal Revenue Service, enclosing his check in dollars for his dollar income 
and the receipt mentioned in paragraph (e) covering the tax payment on his 
foreign income. The responsibility to audit remains with the Director of In- 
ternal Revenue Service, and the taxpayer is in no way relieved of his obligations 
and responsibilities for veracity and correctness of his return. 

I think that a formula of this type, if adopted by the Congress, could generate 
greater interest for more private investments abroad by American citizens. If 
this flow of investment is large enough, it will in time obviate the necessity 
for aid programs; in the long run, it will be more beneficial to world economy. 

Respectfully yours, 
J. R. McMIckIne. 


JANTZEN, INC., 


Portland, Oreg., June 29, 1959. 
Mr. Leo H. Irwin, 


Chief Counsel, 

House Ways and Means Committee, 
House of Representatives Office Building, 
Washington, D.C. 


Dear Sir: We are most interested in the progress of H.R. 5 and have studied 
it quite carefully as it might affect the operations of our company. 

We are pleased that it is coming to public hearing very shortly as we under- 
stand it on July 7, and would like to add our feelings briefly to the material 
that you are currently collecting. 

The passage of this bill of course would assist our company considerably in 
the conduct of our foreign operations. It would give greater flexibility, more 
reason for expansion abroad and of course would make further expansion of 
our foreign interests much more desirable. 

We have returned the questionnaire which was sent to us and of course have 
informed Chairman Boggs of our interest in seeing this bill come to the public 
hearings phase. 

We endorse wholeheartedly this bill, as it would be of benefit to our country, 
our company and to many of our business associates abroad. 

We urge its speedy discussion and passage. 

If there are any specific questions or assistance that we might be of in this 
particular case, we’d appreciate your contacting us and we assure you of our 
cooperation, as practical. 

Thanks very much for your attention to this letter. 

Sincerely, 
Cavin L. Van Pett, Export Manager. 
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ATLAS ASBESTOS Co., 


North Wales, Pa., June 30, 1959. 
Hon. WILBUR D. MILLs, 


Chairman, House Committee on Ways and Means, 
Yew House Office Building, Washington, D.C. 


GENTLEMEN: In lieu of submitting personal testimony at hearings scheduled 
to begin July 7, we should like to submit this letter expressing our feelings in 
favor of H.R. 5, the Foreign Investment Incentive Act of 1959, by the Honorable 
Hale Boggs of Louisiana. 

Actually, we have no immediate and active plans whereby we would benefit 
from this act. In fact, it could work to our detriment by providing incentives 
to our competitors. to set up foreign plants which would result in our being 
closed out of foreign markets—and this has actually already happened in many 
Western Hemisphere countries even without the incentives which would result 
fom the proposed act. Nevertheless, we feel that in the interests of the 
Nation as a whole the objectives of this act are fair and just. 

Our interest in the subject stems from our efforts in the past to operate 
under the Western Hemisphere Trading Act of 1939. In this case we feel that 
the rulings of the Treasury Department (specifically the ‘transfer of title” 
rule) have served to circumvent what we feel was the original intent of 
Congress in providing incentives to American business to trade with our neigh- 
br nations in the Western Hemisphere. The Treasury’s ruling with respect 
to tranfer of title is such as to make it difficult if not impossible for a small 
manufacturer such as ourselves to operate under the Western Hemisphere 
Trading Act and to receive its benefits. Asa small manufacturer we are unable 
to maintain branch offices in these Western Hemisphere countries, and we 
either deal through agents or we deal direct with our customers; and there- 
fore under the transfer of title rulings presently in effect we cannot obtain 
the benefits we believe Congress intended under the act without running grave 
credit risks. This, it would seem, results in a discrimination against the 
smaller manufacturer as compared to the larger manufacturer whose wealth 
and whose volume warrant the maintenance of branch offices. 

We would therefore like to suggest that the Ways and Means Committee give 
consideration to an amendment to H.R. 5 which would clarify Congress’ inten- 
tions with respect to the earlier Western Hemisphere Trading Act so that small 
manufacturers can obtain the benefits without maintaining foreign offices and 
without assuming substantial credit risks. 

Yours very truly, 


W. H. Jounston, General Manger. 


GENERAL ANILINE & FILM Corp., 
New York, N.Y., June 30, 1959. 

HR. 5, hearings of July 7, 8, and 9. 

Hon. D. MILLs, 

Chairman, Committee on Ways and Means, 

U.8. House of Representatives, 

Yew House Office Building, 

Washington, D.C. 


Deak Mr. Mrrts: We wish to go on record that we are in favor of the 
enactment of the Boggs bill, H.R. 5 which covers foreign investment incentives. 

At the present time we are having great difficulty in competing with foreign 
companies that have lower labor costs and lower taxes than those of the United 
States. H.R. 5 would make it possible to compete on a fairer basis because 
it would allow us to defer taxation and, thus, build up funds for investment and 
manufacture abroad. 

We stress that all the points of the Boggs bill show a wide understanding 
of the plight of the American businessman abroad and we hope that the bill 
will be given consideration in its entirety and not be subject to the amendments 
ind mutilations proposed by the Secretary of the Treasury. 

Very truly yours, 


Hector C. BORGHETTY, 
General Manager, International Operations. 
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GoprrEy L. Casor, Inc., 
Boston, Mass., June 30, 1959, 
Hon. D. Mm1s, 
Chairman, Committee on Ways and Means, 
New House Office Building, Washington, D.C. 

Dear Mr. Mitts: Godfrey L. Cabot, Inc., wishes to be recorded in favor of 
the enactment of H.R. 5, the Foreign Investment Incentive Tax Act of 1959, and 
to submit the following statement in lieu of a personal appearance. 

Godfrey L. Cabot, Inc., of Boston, a chemical company with manufacturing 
subsidiaries in Canada, England, France, and Italy, manufacturing affiliates in 
Australia and Holland, and licensees in Germany, urges adoption of H.R. 5, 
Godfrey L. Cabot, Inc.’s, expansion abroad is retarded to the extent that the U.S, 
tax on profits remitted is greater than the foreign tax burden. Section 2 of 
H.R. 5 would be an inducement to increase foreign investment. 

It is probably true that enactment of section 2 would result in a slight temporary 
loss of revenue to the Treasury but, in our opinion, over the long run U.S. tax 
receipts will be increased because of stimulus to foreign business, resulting in 
substantially greater dividends to U.S. shareholders. 

Unfortunately, H.R. 5, as presently drawn, would preclude Godfrey L. Cabot, 
Inc., from setting up a foreign business corporation because our company is 
closely held and such a subsidiary would be considered a personal holding com- 
pany and, hence, ineligible. We urge amendment to H.R. 5 which would permit 
closely held manufacturing companies to set up a foreign business corporation 
because we see absolutely no reason why a company actively engaged in manv- 
facturing should be penalized by our tax laws merely because it happens to be 
closely held. 

Very truly yours, 


ArTHurR H. PHILLIPs, 
General Counsel. 


InsvuLAR LuMBER Co., 
Philadelphia, Pa., June 30, 1959. 
Hon. D. 
Chairman, Committee on Ways and Means, U.S. House of Representatives, New 
House Office Building, Washington, D.C. 

DEAR CONGRESSMAN Mitts: We are informed that you have scheduled public 
hearings beginning July 7, 1959, on H.R. 5 by Hon. Hale Boggs, of Louisiana, the 
Foreign Investment Incentive Act of 1959. 

As we understand that there is a large number of corporations and individuals 
who wish to appear in person at these hearings, we will not request the com- 
mittee’s time at the hearing, but would like to take this opportunity to go on 
record with our strong support for H.R. 5. 

Insular Lumber Co. is an American corporation, incorporated in New York 
State and operating a logging and lumber manufacturing plant in the Philippine 
Islands for the past 55 years. Our circumstance in the Philippines—very heavy 
destruction during World War II only fractionally compensated for by war dam- 
age payments, a consequent need for extremely heavy reinvestment of profits in 
the Philippines added to the need for keeping abreast of new technological de- 
velopments and the continued existence since 1950 of stringent exchange con- 
trols in the Philippines; make this company in many ways a perfect example of 
the hardships imposed by the present method of taxation of American enterprise, 
operating abroad, and particularly where the foreign operations are carried out 
by a branch rather than a foreign subsidiary. We are in serious doubt at the 
present moment concerning our ability to perpetuate our 55-year-old business 
because of the need for further foreign investment in plant and the difficulty of 
obtaining same in the light of U.S. taxation of unremitted profits. The foreign 
exchange problems are evident in such a situation without further detail. 

We have no wish to request of the committee any special favors or unusual 
treatment; we do suggest to the committee that the facts of life in connection 
with foreign operations require some basic modifications as compared to domestic 
Seve ta not as a matter of privilege, but as a reflection of the basic differences 
involved. 


Respectfully yours, 
Henry S. THOMPSON, 
President. 
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MINUTE MAID INTERNATIONAL, 
New York, N.Y., June 30, 1959. 
Hon. Witsur D. MILLS, 
Chairman, Committee on Ways and Means, House of Representatives, 
Washington, D.C. J 

Dear Mr. Mitts: As I will be unable to attend the public hearings commencing 
July 7 on H.R. 5 sponsored by Hon. Hale Boggs, I do want to express our com- 
pany’s strong support for the provisions of this bill. 

If American industry is to develop and maintain its position in overseas mar- 
kets, it is essentail that we receive similar treatment taxwise as enjoyed by our 
najor competitors. This is not only important to American industry but to every 
segment of our economy which is becoming increasingly vulnerable to the effect 
of world trade and foreign competion. The United States must be able to com- 
pete on an equitable basis with sufficient incentives to hold and develop markets 
abroad in the face of ever-increasing competition. Loss or curtailment of these 
markets certainly will lead to adverse effects to our domestic economy. 

Yours sincerely, 
Rosert M. BLakE.. 


AEROQUIP CORP., 
Jackson, Mich., July 1, 1959. 
Hon. HALE Boces, 
House of Representatives, Washington, D.C. 


My Dear Mr. Boees: Thank you for your letter of June 26, 1959. My present 
schedule will make it impossible for me to appear at the public hearings which 
will begin on July 7 before the Committee on Ways and Means. 

Iam taking this opportunity to endorse H.R. 5 as a desirable bill to be enacted 
into law. I believe that it will be a useful instrument to advance the economic 
well-being of the country, to reduce the cost of foreign aid, and to assist in the 
economic cold war with Communist states in which American businesses are 
finding themselves the victims of Communist competitors who are subsidized 
with the unlimited resources of their states. 

If H.R. 5, as presently proposed, is not enacted, or if it is emasculated by in- 
sidious amendments, we will, as will others, be forced to continue the present 
policy of incorporating foreign subsidiaries to handle our foreign business activ- 
ities. This is an expensive solution to the problem as it involves many legal 
problems and interpretations requiring competent counsel in the various coun- 
tries. It also causes the pyramiding of costs in the structuring of the organiza- 
tion as most foreign countries insist that resident nationals be represented in 
top management. 

The Treasury Department’s argument that the revenue loss would seriously 
impair the national budget seems to be based on pure conjecture. I am sure that 
more and more businesses will follow the example of their contemporaries by 
conducting business in foreign markets through foreign subsidiaries. It seems 
to me to be a fact that the Treasury Department will not be able to tax the 
foreign income in any event until it is repatriated either as a cash dividend or, 
more probably, as a liquidating dividend, taxable at capital gains rates. 

The risks associated with foreign venture capital are much greater than those 
associated with the internal markets. This fact has been recognized by the 
Principal foreign countries in which a fairly high degree of industrialization 
exists, such as the United Kingdom, West Germany, Belgium, Holland, etc. 
These risks are not limited solely to confiscation, political instability, monetary 
instability, nationalism, ete. Foreign countries have provided incentives and 
advantages to their business ambassadors, and I think it is time the United 
States do likewise. 

eau you and your colleagues to continue your efforts to have H.R. 5 enacted 

aw. 


With many thanks for your efforts and interest in behalf of American business. 
Sincerely yours, 
F. M. Davison, 


Assistant Treasurer. 
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PORTLAND CHAMBER OF COMMERCE, 
Portland, Oreg., July 1, 1959, 
Hon. D. MILLs, 
Chairman, House Ways and Means Committee, 
House Office Building, Washington, D.C. 

DEAR CONGRESSMAN MILts: The world trade committee and the legislative 
committee, two major committees of the Portland Chamber of Commerce, cop. 
posed of a substantial number of informed Portland businessmen representing 
a broad segment of our industries engaged both directly and indirectly in inter. 
national trade, have recommended to our board support of H.R. 5. The board 
of directors concurs in their findings. 

Each of these committees has made extensive studies of proposed legislation 
eommonly referred to as the Boggs bill. A consolidated report to the board of 
directors of our chamber favoring passage of H.R. 5 contains 10 points summed 
up as follows: 

1. Aid the flow of U.S. capital earned abroad by U.S. companies into foreign 
investments, particularly less developed countries. 

2. Increase the ultimate taxes payable to the U.S. Treasury because it will 
facilitate increased profits from foreign operations. 

3. Permit U.S. corporations to do business through tax-exempt foreign busi- 
ness corporations as can now be done by our competitors in such countries as 
the United Kingdom, Belgium, Netherlands, and Canada. 

4. Avoid the present rush of U.S. companies to create foreign base subsidi- 
aries incorporated in “profit sanctuaries,” such as Panama, Bahamas, Vene 
guela, Canada, Switzerland, Liechtenstein, Liberia, which impose Little or no 
taxes on foreign income. These operations usually require the establishment of 
foreign offices with the result that they are manned.by a staff of people who do 
not pay personal income taxes in the United States and supplies and raw mate 
rials for those offices and staff instead of being purchased within the United 
States are purchased in foreign countries. ‘ 

5. The U.S. Treasury Department has no accurate way of determining the 
amount of income taxes which it is losing by present procedures being fol- 
lowed in establishing companies in foreign countries to avoid the U.S. income 
tax. Under the Boggs bill it would know more about the foreign operations 
of U.S. corporations and would be more likely to ultimately reach the income 
from these operations. 

6. Higher living standards abroad boosted by U.S. private enterprise invest- 
ments will create larger markets for U.S. goods. 

7. Foreign exchange earnings from U.S. investments abroad will add further 
assurance that the United States will be able to balance its international ac- 
counts at a higher level and more readily permit it to import essential raw 
materials. 

8. Expansion in American business investments abroad will permit faster re 
duction in the Government’s foreign aid program. 

9. Operating through subsidiaries in a foreign country is more expensive and 
less efficient to U.S. companies than if they could operate under the Boggs bill. 

10. Permits effective use of the only instrument for foreign economic develop- 
ment that we possess which the Communists do not have and cannot dupli- 
cate—free enterprise building, owning, and managing plants abroad. 

May we respectfully ask that you make known to the Ways and Means Com- 
mittee that the Portland Chamber of Commerce urges the favorable considera- 
tion of this legislation by your committee, which in turn we hope will recommend 
the enactment of this legislation into law by the 86th Congress, 1st session. 

Respectfully yours, 


Joun M. Furton, President. 


TIME ReEcoRDER CoO., 
Gardner, Mass., July 1, 1959. 

Subject : H.R. 5, Foreign Investment Incentive Act of 1959. 
Hon. D. MIL1s, 
Chairman, Committee on Ways and Means, U.S. House of Representatives, 
New House Office Building, Washington, D.C. 

DeaR Mr. Mitts: Although our company cannot. send a representative to 
testify at the hearings to be held in connection with the above bill in Washing- 
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ton beginning July 7, we submit the statement below so that it may be considered 
by your committee and also printed in the record of the hearing. 

Our company is operated under a single proprietorship but it has always been 
extremely interested in the welfare of its employees and has always done a 
great deal to protect and promote the interest of these employees. It is not 
what would normally be considered a large company but it operates a well- 
established export department to augment the total volume of business and thus 
provide more employment for its workers. Many of the underdeveloped areas 
of the world are just now beginning to use our type of product for the first 
time, because they are only in the early stages of industrialization. Conse- 
quently, it is to be expected that the world, as a whole, will use more and more 
products of this type which we manufacture. 

Although some of the more industrially advanced nations, particularly in 
Europe, have been manufacturing our type of product for many years, some of 
the less advanced nations are reaching a point where they could support a small 
industry of their own to manufacture our type of products. It is entirely 
reasonable to suppose that in future years we shall have several opportunities 
tomake investments in some of these less advanced countries to start an indus- 
try such as ours, either alone or in cooperation with local nationals, according 
tothe respective laws of countries involved. 

Our industry is perhaps not the kind that will give a great economic uplift 
to these underdeveloped countries, but at least it will provide some additional 
local employment. In any event, we believe that such private investments, 
especially when considered as a whole, can do a great deal more to advance the 
welfare of these underdeveloped countries than loans and grants by our country. 

However, all private companies need some additional incentive to take the 
additional risks involved in making these private investments in underdeveloped 
areas and this incentive is properly provided in H.R. 5. These underdeveloped 
areas need this kind of guiding help and if we and our free nation partners do 
not provide it, it is almost certain that assistance from communistic sources 
will flow in and “‘beat us to the punch.” 

Consequently, we urge that the Congress enact into law H.R. 5, at least the 
basic provisions which will permit the establishment of foreign business corpora- 
tions to be based here in the United States. 

Very truly yours, 
L. A. Rospinson, Export Manager. 


TESTIMONY IN Support or H.R. 5 


PitrsBuRGH, Pa., July 1, 1959. 
COMMITTEE ON WAYS AND MEANS, 
House of Representatives, Washington, D.C. 


GENTLEMEN: Having been treasurer of the Committee to Defend America 
by Aiding the Allies, one of the three original organizers of the Committee for 
the Marshall Plan, and a supporter of mutual aid since then, both individually 
and as a member of various organizations, I believe that mutual aid is essential 
for defense in depth and that defense in depth is essential for our ultimate 
survival. I believe that military and economic assistance, governmental and 
through private initiative and investment, must be carried on at not less than 
present total to prevent further Communist penetration of the free world and to 
offset increasing Communist economic and subversive penetration. 

But the U.S. loss of gold and the disturbing changes in the relation of U.S. 
exports and imports emphasize the necessity of making it possible for private 
industry to supply as much of the economic assistance as it can through in- 
creased investment abroad, particularly in less developed countries. 

The history of forced changes in American contracts or actual confiscations 
in many countries indicates how much higher a degree of risk is involved in 
such foreign investments. To make possible an increase in such American in- 
vestments, they must be given some compensatory relief from immediate tax 
on returns or other measures not necessary for ordinary investment in domes- 
tie enterprises. From the taxpayer’s standpoint, such relief is amply justified 
since such foreign investment can gereally help to reduce the amount of govern- 
mental economic assistance whether in grants or loans of long term and often 
Weertain repayment. 
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For these reasons, the Boggs bill, H.R. 5, appears to fill a longfelt need anq 
could properly be called an essential defense measure, 
FREDERICK C. McKrn. 


THE GENERAL TIRE & RUBBER Co., 
Akron, Ohio, July 1, 1959, 
Hon. D. 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D.C. 


Deak Mr, CHAIRMAN: Because of the limited time available for proponents 
of H.R. 5 to appear in support of this bill, I ask leave to file this letter in behalf 
of the General Tire & Rubber Co. 

We strongly favor enactment of H.R. 5. Enactment of this legislation is 
not only vital if American industry is to be given the opportunity to invest 
overseas—thus relieving our Government as well as U.S. taxpayers from carrying 
this financial burden alone under the present foreign-aid program—but as a 
means of providing American industry with the necessary tools and incentive 
to more effectively combat steadily mounting foreign competition. 

I am of the conviction that if the committee drafts a bill incorporating the 
Treasury’s proposed amendments, it will completely destroy the basic principles 
and objectives of H.R. 5 and render it valueless, as no American company now 
utilizing a foreign base subsidiary will find the slightest justification whatsoever 
to abandon these sanctuaries and sacrifice the latter’s advantages. 

I would greatly appreciate your placing the original and two carbons of this 
letter in the record. 

Sincerely yours, 
J. ANDREOLI, Vice President. 


THE HEALD MACHINE Co., 
Worcester, Mass., July 1, 1959. 
Hon. HALE Boaes, 
House Office Building, 
Washington, D.C. 


DEAR CONGRESSMAN Boces: This will acknowledge your letter of May 26 
concerning H.R. 5. 

The Heald Machine Co. manufactures machine tools and is a subsidiary of 
the Cincinnati Milling Machine Co. Through the years our export business 
has been a valuable part of our operations. Over the past 5 or 6 years we have 
been increasingly concerned as we lost our export markets to foreign competition. 
The simple answer is we have priced ourselves out of the world market and 
are only able to sell very special machines which exceed in quality anything 
being furnished by foreign competition. Our lead in this area is also diminishing 
as the foreign machine tool manufacturers improve their techniques and 
know-how. 

If we are to hold onto any of this market at all, we must reduce the cost 
of producing our machines at our home plant, and we must consider the possi- 
bility of manufacturing our equipment in other countries where costs are down 
and where quality workmanship can be obtained. Our parent company has 
plants in England and Holland, and by availing ourselves of these facilities it 
would place us in a very competitive position in the markets covered by these 
two areas. 

I spend almost half of my time outside the country traveling all over the world, 
and I am very much concerned over the increasing economic competition the 
democracies are receiving from Soviet countries. I have a feeling that their 
expansion in the economic cold war may develop into a more vital threat than 
their past attempts at force to obtain their ends. This is more particularly 
true, I believe, in the underdeveloped countries, and this is quite understandable. 
Such countries as India are anxious to be taught constructive know-how so they 
can develop the economy of their country with the automatic improvement in 
standards of living. This is a dead serious competition which is going on between 
the West and the Soviet bloc, and every effort should be made by our country, as 
well as the rest of the free countries, to promote and develop as healthy a climate 
as possible for private enterprise as we face this competition. I feel, given the 
opportunity, American private enterprise can do a better job of selling our way 
of life to some of these countries than if we contain our efforts all within 
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ie framework of the Federal Government and resort to Federal foreign aid 
ms. 
rom this point of view, it would seem that H.R. 5 is certainly in the right 
jirection, and we must have more thinking and acting within this general area 
American industry is going to be able to effectively and most efficiently combat 
the Soviet challenge. 
Yours very truly, 


G. C. Moore, Haport Manager. 


& Gossett Co., 
Midland Park, NJ ., July 2, 1959. 


(oMMITTEE ON WAYS AND MEANS, 

(8. House of Representatives, 

Yew House Office Building, Washington, D.C. 

GenTLEMEN : It is the desire of this corporation to go on record before your 
committee as favoring passage of legislative proposal H.R. 5, the Foreign In- 
vestment Incentive Act of 1959, as presented before your committee by Hon. 
Hale Boggs, Member of Congress. 

Foreign trade forms an important part of our overall business activity, and 
we would be greatly interested in expanding our programs abroad if the pro- 
visions of H.R. 5 as regards establishment of foreign business corporations, 
facilities for reinvestment abroad, and other provisions of the bill were enacted 
into law. 

Further, it is our belief that expansion of American business abroad along 
the lines facilitated by the provisions of H.R. 5 will have a favorable effect 
in this country on overall earnings and a proportionate increase in U.S. tax 
receipts. 

Respectively submitted. 

Very truly yours, 


DoNALD C. BROADWELL, Export Manager. 


MIN NEAPOLIS-HONEYWELL REGULATOR Co., 
Minneapolis, Minn., July 2, 1959. 


Hon, HALE BoaeGs, 
Congress of the United States, 
House of Representatives, Washington, D.C. 

Deak Mr. Bocas: Thank you very much for your letter of June 26, in which 
hn invited me to testify at the hearings on H.R. 5, scheduled for July 7 through 
uly 9. 

I regret very much that because of a trip I must make to Switzerland during 
that week, I shall be unable to testify. In lieu of that, however, I am most 
anxious to state my position, and that of the principal officers of my company, 
with respect to this proposed legislation. I do so for the record and for whatever 
other use you may wish to make of it in support of H.R. 5. 

In our view, those sections of the proposed legislation which are most essential 
tostimulating foreign investment are: 

(1) The creation of a new class of foreign business corporation which can 
hold the assets of foreign subsidiary companies and which can receive and 
reinvest the earnings of those foreign subsidiaries in other foreign markets 
without immediate payment of U.S. income taxes. 

(2) Amendment to the Internal Revenue Code to permit the transfer of assets 
of foreign subsidiary companies, presently held by a parent corporation, to such 
4 foreign business corporation without incurring an artificial capital gains 
tax on the transfer. 

(3) That provisions (1) and (2) above should not be limited to earnings from 
underdeveloped countries but should apply equally to all foreign markets. 

If it comes to a point of compromising certain provisions of the bill, it would 

our view that such compromise might be worked out on the 14 percent tax 
reduction or other provisions of the bill. 

For purposes of Minneapolis-Honeywell Regulator Co., any amendment crip- 
bling either of the two primary provisions above would have the practical effect 
of destroying the entire bill. We already have substantial organizations abroad, 
Some of which have built up surpluses. We have not seen fit to draw upon 
these surpluses for reinvestment elsewhere, primarily for tax reasons, and the 
greatest incentive for us to do so would stem from the right to transfer our . 
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assets in these operations to a foreign business corporation, together with 
the right to defer taxes on the earnings which we might withdraw from them, 
Further, these operations are all in Europe, and if these privileges were to be 
granted only in the case of some underdeveloped countries, we would derive 
no benefit whatsoever. 
If H.R. 5, were passed by Congress, Honeywell, and I’m sure innumerable 
other concerns, could in effect bring about an immediate increase in their work. 
ing investment abroad. The effect of this, quite obviously, would be to increase 
the sales and profits of these companies and, hence, over the long run, to increase 
rather than decrease revenues to be derived by the Treasury Department. It 
is difficult to sympathize with the Treasury’s concern over temporary revenue 
losses envisioned as a consequence of H.R. 5. 
Yours very truly, 

C. B. Mrecn. 


PENNSALT CHEMICALS Corp., 
INTERNATIONAL DIVISION, 
Philadelphia, Pa., July 2, 1959. 

Hon. HALE Bocés, 

House of Representatives, 

Congress of the United States, Washington, D.C. 


DeaR REPRESENTATIVE Bocess: Since we do not plan to make a_ personal 
appearance at the public hearings to be held on July 7, 8, and 9, 1959, on the Boggs 
bill (H.R. 5) we wish to present this written statement : 
Our company is heartily in favor of the passing of this bill for the following 
reasons: The bill would be an incentive for U.S. corporations to invest substan- 
tially more funds abroad; it would free more money for foreign investment 
because the payment of the U.S. income tax would be deferred until such time 
as the earnings were returned to the United States. This would provide addi- 
tional cash for the corporation to expand in the foreign countries, and it would 
also give, at the same time, the U.S. Government the complete knowledge of the 
U.S. holdings and investments abroad. Another reason we feel that this bill 
should be passed is that it would be of tremendous value from a good-will stand- 
point; and it would help to raise the standard of living in the foreign countries 
because invariably when U.S. corporations enter the foreign countries there 
results a higher standard of living for the persons employed by these companies. 
You are to be congratulated for your stand on U.S. corporations doing business 
abroad. 
Sincerely, 

L. PurrFreb, Controller. 


W. A. SHEAFFER PEN Co., 
Fort Madison, Iowa, July 2, 1959. 
Hon. D. MILLs, 

Chairman, Committee on Ways and Means, 
House Office Building, Washington, D.C. 


Dear Mr. CHAIRMAN: We wish to submit this letter as a written statement for 
the record on behalf of H.R. 5. 

We respectfully request your personal support, and your committee's support, 
of H.R. 5, and particularly of those provisions of the bill that provide for (1) 
the establishment of special American corporations whose U.S. income taxes on 
earnings from abroad would be deferred; (2) the tax-free transfer of business 
property to foreign corporations; and (3) a 14-percentage-point reduction in 
U.S. income taxes on foreign-source income. 

We request this support for the following reasons: (1) To increase the role 
of U.S. enterprise in foreign economic development; (2) to correct current 
inequitable tax treatment afforded Americna companies operating abroad as 
compared with that afforded the corporations of foreign countries with which 
U.S. companies must compete; (3) to alleviate the demands for U.S. foreign 
aid ; and (4) to better meet the threat of the Soviet aid and trade offensive. _ 
The dominant position of the United States in world trade has been changing 
rapidly over the past decade. In the early postwar years we were virtually 
the only major power with large, undamaged industrial capacity. The need to 
repair the devastation of war accented the importance of the United States and 
its relationship with world trade. 
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More recently our relationship to the rest of the world has taken on a new 
aspect. Our predominant world role has receded. Today we face a growing 
number of foreign economies that are strong, vigorous, and able to produce 
sufficiently for themselves as well as others. In a large part, through aid and 
encouragement, financial and otherwise, we have added one nation after the 
other to the roster of sturdy competitors for world markets, which means they 
are also competitors with the United States. These same nations have been 
given many of the tax advantages by their respective governments which the 
American business community is now requesting in H.R. 5. The American busi- 
ness community, by our Government tax policies, is being forced to compete on 
an unequal basis in international trade. 

Regardless of the political implications of our economic aid policy to foreign 
nations, Which must still stand the test of history, the inescapable fact remains 
that foreign competition is no longer a future likelihood: it is there. Exports 
from the United States are the one weak spot in the general economy. In the 
first calendar quarter of 1959 the United States bought more than it sold. Last 
year, total U.S. exports dropped 16 percent. 

There is ample evidence that American enterprise, if given proper incentive, 
can make important and multiplying contributions to oversea wealth and wel- 
fare, and with greater effectiveness and less cost than foreign aid. Such con- 
tributions, to name a few, consist of supplying capital that makes foreign nations 
more productive; providing initiative and organizational abilities; transferring 
skills and technical knowledge; stimulating complementary industries ; introduc- 
ing new marketing methods and techniques; inculcating new attitudes of com- 
petitive drive; and providing new sources of revenue for local governments. 

This proper and necessary incentive, however, is precluded by current Ameri- 
can tax laws. With regard to competition with firms from other capital-export- 
ing countries, the United States stands alone among the major trading and capital- 
exporting nations of the world in taxing foreign income as though it had been 
earned at home. Canada, for example, has, since 1917, provided for the tax- 
free treatment of foreign-source income. Not in over 100 years has Britain taxed 
its nonresident United Kingdom corporations on their foreign-source income, and 
in 1957 Britain went a step further and exempted from tax the foreign earnings 
of resident British corporations until those earnings were brought back home. 
The Netherlands does not tax earnings of its corporations which are derived from 
abroad through a permanent establishment. And Belgium has reduced the tax 
on foreign-source earnings of its corporations from 45 percent to 18 percent. In 
short, Canada and the leading countries of Europe have gone way beyond our own 
Government in granting tax concessions to encourage and facilitate investment 
and trading abroad. In competing with local companies in these countries, 
American companies are handicapped, not only because our higher taxes result 
in lower retained earnings essential for future growth, but also because they 
result in higher prices. 

As for our own corporations and their tax treatment, it is generally conceded 
that because of distance, language barriers, differences in law, exchange con- 
trols, instability of governments, and the like, foreign operations are much more 
hazardous than domestic operations. This, coupled with the fact that American 
enterprises overseas receive from the U.S. Government fewer benefits and services 
than domestic operators, affords, I believe, sufficient justification for more favor- 
able tax treatment. 

It is true that this more favorable tax treatment may be availed of through 
the establishment of foreign subsidiaries instead of foreign branches. How- 
ever, it seems to me that businessmen should be free to choose the form of 
organization that best suits their needs, minimizes their nontax costs, and 
provides the most efficient operation. We have learned from our own expe- 
dl that foreign-base corporations are unduly cumbersome, expensive, and 

efficient. 

The U.S. Treasury Department, as you know, has recommended that the tax- 
deferral provision of H.R. 5 be geographically limited to the “less developed 
countries of the free world”—or putting it the other way around, that this pro- 
vision not be applied to the “more industrialized areas of the world.” We 
respectfully submit that for reasons such as the following this recommendation 
should be rejected by your committee: 

(1) It is difficult to define a “less developed country” and to determine when 
such a country eventually becomes no longer “less developed”; (2) the more 
industrialized countries still need greater development in order to increase 
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their contribution to the defense of the free world, thus reducing the burden 
now imposed on our own country; (3) greater economic development in the 
industrialized countries will enable them to invest in the lesser developed areas 
thus accomplishing the Treasury Department’s objective; (4) U.S. companies 
in industrialized areas could, if H.R. 5 were enacted, accumulate funds for 
investment in underdeveloped countries, a practice that is quite common; (5) 
if the provisions of H.R. 5 are not available to investments in industrialize 
areas, U.S. companies in those areas will be at a disadvantage in trying to 
compete in underdeveloped countries with companies from industrialized nations 
having special tx deferral and other benefits; and (6) to attempt to use H.R. 5 
as a means of pinpointing the flow of funds in accordance with a kind of world. 
wide “planned economy” is not only foredoomed to failure but is also a viola. 
tion of a basic principle of taxation—nondiscrimination among taxpayers, 

The Treasury Department has also recommended that the tax deferral pr- 
vision of H.R. 5 be denied to foreign business corporations which earn more 
than 50 percent of their gross income from exports. In considering the fair. 
ness and the soundness of this recommendation, we respectfully suggest your 
committee bear in mind that many U.S. companies, because of the nature of 
their business or because of their small size and lack of investment capital, 
are not equipped, financially or otherwise, to establish a manufacturing plant 
in a foreign country. Yet they may be contributing just as much to foreign 
trade as a manufacturer and may be facing many of the same competitive dis. 
advantages and many of the same risks. Exporters as well as producers con- 
tribute to international trade and to foreign economic development by making 
it possible for other countries to specialize in the lines of commerce best suited 
for them. Moreover, expanded exports will lead to greater investment. Many 
firms will decide to invest in a foreign country only after they have had a chance 
to test the market with exports; and if the test proves satisfactory, the income 
from those exports will be the source, and perhaps the only source, of funds 
to finance the contemplated investment. 

Additionally, the Treasury Department has estimated, without explaining 
how this estimate was arrived at, that the tax deferral provision of H.R. 5 
would involve an annual revenue loss of from $300 to $500 million and that the 14 
percentage point reduction alone would reduce revenues by $200 million. These 
figures, we believe, are misleading and of questionable accuracy. Moreover, it 
should be remembered that section 2 of H.R. 5 merely postpones taxes: it doesn't 
do away with them. And this postponement, in turn, will make available addi- 
tional funds that will expand U.S. business abroad and thus increase corporate 
income, eventually resulting in additional revenue for the Treasury. Any loss 
of revenue from the 14 percentage point reduction in tax should be measured 
against the savings in foreign aid expenditures and against the increased Treas- 
ury receipts that will come as markets for American goods are expanded through 
economic growth abroad. 

It seems to us that the Treasury Department’s position neglects completely 
to consider the expansive nature of American industry if provided with equal— 
not special—incentives. The key word here is “equal” incentives. The Americal 
business community is not asking for special benefits in supporting H.R. 5; it 
is simply requesting Congress to make it possible to compete with foreign competi- 
tors on an equal basis, because, as mentioned previously, the incentives provided 
in H.R. 5 were long ago provided by other capital exporting nations. 

Finally, I wish again to call your attention to my letter to you of March 23 
which graphically portrays the kind of competition facing American industry 
now and in the future. If there is a single person who believes that American 
products can survive forever in international trade under present conditions, 
against this type of competition, he is indeed a grossly misguided individual. 

For reasons stich as those mentioned above, we respectfully ask that H.R. 5 
be approved by your committee, and without crippling amendments like those 
recommended by the Treasury Department. 


Respectfully yours, 
JOHN D. SHEAFFER, 


Vice President, International Operations. 
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SUNBEAM CoRP., 
Chicago, July 2, 1959. 
Re H.R. 5, the Boggs bill, public hearings scheduled for July 7, 8, and 9, 1959. 
Hon. D. MILLs, 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D.C. 


Deak Mr. CHAIRMAN: Sunbeam Corp. respectfully requests that its support of 
the Boggs bill (H.R. 5) be noted upon the record of the hearings before your 
committee. 

Sunbeam Corp. is an internationally known manufacturer of electrical house- 
hold appliances, animal clipping machinery, industrial furnaces, power tools, 
lawn and garden equipment, and other items, all sold under its trademark 
“Sunbeam” and other trademarks. These products are advertised in media 
which are circulated around the world. 

The company’s principal factories are in Chicago, Ill. Its stock is publicly 
owned, there being more than 6,000 shareholders. In the last fiscal year Sun- 
beam Corp. paid $5,180,000 in Federal income taxes, its net income including 
well over a million dollars in cash dividends and royalties received from esta- 
blished foreign subsidiaries, which of course contributed to those taxes paid. 

Prior to World War II, Sunbeam Corp. enjoyed a growing export business. 
In addition, it owned manufacturing subsidiaries in Canada and in Australia 
which had been soundly established in the days prior to present heavy cor- 
porate income tax rates. 

After World War II it was found that dislocations resulting from the war 
had set in motion tremendous nationalistic, economic, and political forces. 
Exchange controls, currency restrictions, and export limitations interfered with 
the resumption of the export business on the type of articles manufactured by 
Sunbeam Corp. and stood as a bar to any real foreign marketing and interna- 
tional expansion. 

The only solution was to create or acquire manufacturing subsidiaries within 
strategic foreign areas. 

This did and does, however, entail some very substantial risks, including pos- 
sible future inability to repatriate capital, seizure or nationalization, restrictions 
on import or export of needed machinery, tools, and parts, and particularly 
declines or fluctuations in the value of foreign currency. A successful subsidiary 
in one country can be canceled out by losses in another, due to the enumerated 
causes. These risks make it prudent to capitalize on the smallest basis possible 
and to finance the growth of such foreign subsidiaries by plowing back of earnings 
and bank loans. Another method of minimizing the risk would be the creation 
of a considerable number of subsidiaries in various foreign countries so that a 
loss in one might be made up by earnings of another; however, in this case 
present U.S. tax Jaw which is based on the philosophy “heads, Uncle Sam wins; 
— the manufacturer bears the loss out of capital’ inhibits such ordinary 
prudence, 

The use of a tax sanctuary country for the creation of an international holding 
company does furnish a possible means of escaping the penalizing drawbacks of 
present Federal law, and of achieving the purposes of international expansion 
while minimizing the inescapable risks. Sunbeam Corp. explored the possibilities 
of such a method of handling its international expansion but was forced to 
decide after exhaustive investigation that the nature of its business was such 
that there were too many practical as well as legal obstacles for safe, sure, 
and reasonable use of this device. 

In Sunbeam’s case, as must be true of many manufacturers, international 
growth requires effective daily utilization of home office and home factory 
know-how and this is hardly possible when an international holding company 
is actually set up and operating in a foreign base country. 

Finally, during the post-World War II years the cost of labor, materials, and 
manufacturing generally within the United States has become so great that the 
type of products manufactured by Sunbeam Corp. in the United States cannot 
Compete successfully and in volume in foreign markets enjoying labor and ma- 
terial costs greatly below U.S. levels. 
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Sunbeam has accordingly expanded very slowly and carefully abroad, with 
the creation of subsidiaries in the United Kingdom, Argentina, Italy, Mexico, ang 
West Germany. While, for competitive reasons it might be desirable to expand 
more rapidly, the present law is a deterrent. It would be to the advantage of 
the U.S. Treasury to encourage rapid but sound expansion since as indicated 
above additional income is eventually generated which eventually comes back 
to the parent company and at that time makes a substantial tax contribution 
to the United States. Without such expansion the Treasury has nohing at all 
to tax. 

For all these reasons, therefore, Sunbeam Corp. heartily endorses the purpose 
sought to be achieved by the Boggs bill. Sunbeam Corp. feels that it would 
materially aid in expanding the international market for its products and would 
encourage Sunbeam management to consider the creation of foreign subsidiaries 
in areas where the present risks would otherwise be too great. The Boggs bill 
should enable capital to be used more effectively and with less risk of loss than 
is presently the case. 

With your permission and that of the committee we respectfully request that 
this letter be spread of record. 

Sincerely yours, 
HERMAN T. VAN MELL, 
Vice President and General Counsel. 


THE ARMCO INTERNATIONAL Corp., 
Middletown, Ohio, July 2, 1959. 
Subject : H.R. 5 by Hon. Hale Boggs, of Louisiana, Foreign Investment Incentive 
Act of 1959. 


Hon. D. MILs, 
Chairman, Committee on Ways and Means, House of Representatives, 
New House Office Building, Washington, D.C. 


DearR Sir: While unable to make an appearance before the Committee on 
Ways and Means, may I submit the following remarks in support of H.R. 5. 

Under section 2 which would permit a foreign business corporation to retain 
its profits free of U.S. taxes for use in business operating outside of United 
States—would not deprive the United States of ultimate taxes and would 
lend some encouragement to U.S. enterprise. 

Under section 3 the transfer of foreign business property to a foreign corpo- 
ration for its use abroad tax free—would also be of some value to U.S. enterprises 
without seriously penalizing U.S. Treasury revenue. 

Under section 4 which would extend 14 percentage points tax reduction 
to worldwide business operations outside the United States by U.S. corpora- 
tions—would give great encouragement in the face of aggressive competition 
now being met abroad. 

Under section 5 allowing taxpayers to credit foreign income taxes either 
on the basis of per country limitation or overall limitation—would be of some 
value to American international companies without seriously depriving U.S. 
Treasury of revenue. 

Under section 6 which would allow the U.S. taxpayer during maximum period 
of 10 years credit for foreign income taxes forgiven by the government of @ 
foreign country as an inducement to render technical engineering or similar 
services—would be a reasonable inducement which would not be costly to 
U.S. Treasury. 

Under section 7 under which a U.S. parent company would not be taxed on 
the receipt of proceeds of an involuntary conversion of property belonging to 
a foreign subsidiary, for example, such as fire losses retrieved through insur- 
ance—again would be encouraging to enterprise and not costly to U.S. Treasury. 

Under today’s international competitive conditions, we urge that the Boggs 
bill be seriously considered and given full legislative encouragement as a mini- 
mum action to support U.S. private enterprise overseas, 

Yours very truly, 
A. R. Epwarps, President. 
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CATERPILLAR TRACTOR Co., 
Peoria, Iil., July 3, 1959. 

Mr, Leo H. IRWIN, 

Chief Counsel, Committee on Ways and Means, 

New House Office Building, Washington, D.C. 


Deak Sir: As a company engaged extensively in foreign trade, including for- 
eign investment, we would appreciate the privilege of offering written testimony 
inthe hearings of the House committee on H.R. 5. 

The significance of foreign trade in our total operations was stated in our 
testimony in the hearings of the Ways and Means Committee on renewal of 
the Trade Agreements Act (reference: hearings, 1958, pt. 1, p. 251). 

First, we would respectfully offer our opinion that where— 

(1) All parts of a transaction, including purchase, manufacture, and 
sale, are made outside the United States ; and 
(2) The profits, if any, from such transaction accrue ultimately to the 
benefit of U.S. taxpayers, 
then, having played no part at all in the process from initial investment to ulti- 
mate realization—and having contributed no funds or accepted any risks— 
the United States is not properly entitled to tax any profit arising from such 
a transaction (except as these are ultimately distributed into the hands of 
individual U.S. taxpayers). 

We are, however, obliged to recognize that such opinion is not at present 
shared by enough people or legislators to encourage any belief that it might 
now be reflected in new law. We do, therefore, wish to express our support 
of H.R. 5 inasmuch as it offers at least partial recognition of our ideas re- 
garding tax relief and other incentives to foreign enterprise by U.S. investors. 

Since one of the objectives of H.R. 5 is to further and encourage private 
foreign investment, we would favor tax relief as the one basic incentive for 
such investment. Deferment of tax on foreign business would help to provide 
capital for temporary use abroad, but capital for such purposes can usually 
be obtained in several other ways. The U.S. Government can, however, help 
to increase return on investment abroad in only one way; viz: by reducing the 
tax handicap placed on the related foreign business. 

Reduction of tax on foreign business should not be thought of only as a means 
of enhancing the profit incentive. In addition, it should be recognized as a means 
of permitting the U.S. investor to be more competitive abroad. Within the limi- 
tations of private business, the basic attack on foreign competition must concen- 
trate largely on price. Other considerations are also important, but without a 
competitive price reflecting value to the buyer, these other factors are generally 
likely to be secondary. 

In terms of price, U.S. industry has been remarkably successful in competing 
against nearly all comers—and in spite of costs derived from the highest level of 
wage rates in the world. In manufactured goods, the economies of scale have 
been efficiently developed by progressive managements which have provided the 
capital tools necessary to minimize labor costs per unit of output. In some fields 
this ability may continue; in others it has already begun to decline and will, 
perhaps, be extinguished as two major factors come increasingly into play: on 
the one hand—the development and industrialization of foreign countries (much 
on the U.S. pattern) ; on the other—wage rates outrunning gains in productivity 
in U.S. industry. Under the compounding of these forces, many industries will 
lose their foreign markets to foreign competition—unless they are given some 
relief from tax loads which are heavier than those borne by their foreign 
competitiors. 

Such tax relief would then operate to provide more opportunity for either 
lower prices or higher profit—and possibly both. With such incentive, private 
US. industry may well be induced to undertake more foreign investment. 

But it should be kept in mind that the purpose of all such investment is ulti- 
mate return to the U.S. investor. Accordingly, if U.S. business makes sound 
decisions and is successful in its foreign operations, the end result is gain to the 
United States—more wealth creation, more taxable income, and more tax reve- 
nue. The purpose of new legislation should, therefore, be to enhance such oppor- 
tunities—and any short-term need for funds should not be allowed to obscure or 
hinder the realization of desirable long-term objectives. 

; The very essence of a good tax system is that it promote—or, at least, not 
inhibit—the creation of taxable revenue. Without income, there can be no 
income tax. So, a method which serves to produce income where income would 
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not otherwise be produced cannot possibly harm those who, under any conditions 
have to carry the load of domestic taxation. (When foreign earnings are repa. 
triated and passed through to U.S. indiviuals, they are, of course, taxed at that 
time on a personal basis. ) 

The creation of a foreign business corporation as a means of effecting the 
purposes of H.R. 5 seems to us to be sound. It would provide a separate unit in 
which all business subject to the terms of the new law would be kept distinct 
from domestic or other affairs. And it would serve to keep business and judicial 
control within the United States rather than in some foreign base country offer. 
ing more propitious tax conditions. 

Use of the precedent of the western hemisphere trade corporation as a basis 
for both separate incorporation and special taxation seems to us to be a valid 
utilization of the experience already gained over many years. 

The proposed modification of section 367 of the U.S. tax code to permit tax-free 
transfer of property to a foreign business corporation would be of special value 
to those who have already undertaken foreign investment. As compared with 
future investors, these earlier enterprisers should not be handicapped in the 
deployment of their already existing investments or other assets. 

The proposed provision whereby credit would be granted for “tax sparing” by 
foreign countries is simply a fair and proper implementation of the basic inten- 
tion. The foreign country gives up tax for the benefit of the foreign taxpayer— 
not for the benefit of the U.S. tax collector. 

Investments in several foreign countries should properly be looked upon as a 
whole, and the provision of H.R. 5 which would offer an alternative limitation on 
the credit allowed for foreign taxes is both equitable and consistent with the 
objective of investment incentive. 

For the reasons stated, we would urge that the underlying principles of H.R. 5 
be adopted in no less favorable form than is being now proposed. 

Respectfully submitted. 

W. BuiackrE, Executive Vice President 
(For Caterpillar Tractor Co.). 


ADDENDUM 


Since preparation of the attached statement it has come to our attention 
that representatives of the Treasury Department take exception to those pro- 
visions of H.R. 5 which would operate to reduce U.S. taxation of income earned 
from business done outside the United States. This position is, we understand, 
taken on grounds of a so-called principle or philosophy that all income, irrespec- 
tive of source, shall be taxed equally. 

Any such claim is, in our opinion, at best, only a half truth. The really 
fundamental principle (for which the original Americans had to fight) definitely 
also incorporates the concept of value received in return for the payment of 
taxes. And to the idea of no taxation without representation there must surely 
be added no equality of taxation without equality in the entire quid pro quo. 

As between business done in the United States and business done outside of it 
there is no such equality. In terms of aid, protection, or other benefits provided 
by the U.S. Government the differences are obvious. This, however, is inevitable 
and is not to be decried. Foreign investment is not in position to receive, and 
should not receive, the same benefits and services which are possible and avail- 
able to domestic enterprise. When private capital goes abroad it should do so— 
and usually does—with full recognition of the fact that, in its exposure to 
business loss, war damage, confiscation, or a hundred other hazards there can be 
no resort to relief at the expense of the U.S. taxpayer. 

Accordingly, the first basic condition to be recognized in this matter is the 
obvious existence of a necessary inequality. There is no uniformity in the pro 
vision or use of services paid for from U.S. taxes: and this very fact of dif- 
ference in status provides the basic justification for difference in tax liability. In 
this case inequality is not injustice. On the contrary, it is sensible, logical, 
American equity. 

W. Blackie. 
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DuMAS MILNER Corp., 
Jackson, Miss., July 3, 1959. 

Tue COMMITTEE ON WAYS AND MEANS, ' : 
House of Representatives, 

Washington, D.C. 

GgeNTLEMEN : I write to urge that your committee recommend H.R. 5, the For- 
eign Investment Incentive Act, be made a law. ta 

Were it not that I have been called out of the country and must leave shortly, 
; should have liked the privilege of testifying before your subcommittee on 
july 7-9. But I can tell you in a few words why, in the light of 25 years experi- 
ance in selling American goods to foreign countries, I strongly believe that we 
peed H.R. 5 as law. 

From 1934 to 1947 I represented the Associated Press in various countries 
From 1947 to 1948 I represented the port of New Orleans, International House 
and International Trade Mart of New Orleans in South America. For 3 years 
thereafter I operated my own firm, Hemisphere Promotion Co., identified with the 
tin mining companies of Bolivia. From 1951 until June of last year I headed 
Hemisphere International Corp. of New Orleans, and since then I have been 
identified here with Dumas Milner Corp. of Mississippi. In all, these activities 
Ihave seen the need for-a law like H.R. 5, but I can show you the substance 
of my views by a reference to my present work. 

The small corporation in which I now work has been trying to develop sales 
in foreign countries and if successful, it will have added to the economic com- 
munity of Mississippi and that of the United States by purchasing more raw 
materials and packaging materials and transportation and by providing more 
jobs in its own plants and offices and in the plants and offices of its suppliers. 
Our company could more easily achieve that goal under the Foreign Investment 
Incentive Act because in the first stage of overseas development it could devote 
its foreign earnings to development of further foreign sales. The economic ad- 
vantages to every citizen of the United States are four: 

1. Domestic resources of American companies like mine are conserved for 
development at home. The resources generated abroad are used in foreign 
development. A good part of the outflow of gold and dollars is checked and a 
new tendency is started to overcome our balance of payments deficit. 

2. Whatever the percentage to be paid as taxes, the tax yield increases when 
foreign earnings no longer used in foreign development of a prosperous operation 
abroad are brought into the United States as dividends payable to the parent 
company. 

3. U.S. companies, competing for foreign markets with German, British, 
Dutch, and Belgian firms, for the first time would be on an equal footing on 
the plane of taxation by the home government. And this at a time when at 
least this much equality is a sore need. U.S. Government funds derived from 
taxes paid by U.S. citizens have helped European nations recover financial 
and commercial strength. Similarly gathered funds are still being spent in 
countries whose governments, relieved of certain military and political obliga- 
tions by U.S. financial help, assist their nationals in developing foreign mar- 
kets in competition with American firms. The British, Canadian, Dutch and 
Belgian nationals engaging in foreign commerce and investment are getting 
from their governments precisely the temporary relief which H.R. 5 would 
extend to Americans. 

4. American firms, large and small, freed to develop foreign markets, invest 
their foreign earnings in creating jobs, promoting new skills, stimulating local 
industry and commerce, helping conserve foreign exchange and paying taxes 
to host governments abroad, grow in economic strength. 

I need not labor the fourth point from a political aspect. I am certain the 
distinguished members of your committee know a good deal more than I what 
4 great advantage it will be to the United States to have American firms oper- 
ating as suggested, in comparison with the Soviet Government’s method of 
investing only to destroy. 

Respectfully, 


RAFAEL ORDORICA, 
Vice President. 
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FRANK H. FLEER Corp., 
Philadelphia, Pa., July 8, 1959, 
Hon. HALE Boses, 
Congress of the United States, 
House of Representatives, Washington, D.C. 


Dear CONGRESSMAN Boces: Our company would find very attractive the 
highly favored enactment of bill H.R. 5, and would utilize effectively certain 
features offered. 

The enactment of this bill could very well incline us to take more aggressive 
steps than we are now prepared to take, such as investment in manufacturing 
operations abroad so as to counteract the serious attrition to our export profits 
from abroad which we expect to encounter in the ECM within 3 years. It js 
estimated that higher import duties on our product as compared to rates on 
member nations will make us noncompetitive in the ECM within 5 years, 

Similar economic blocs of nations already active, or being contemplated, 
further emphasize the dire need by American businesses now engaged in export 
to receive strong assistance and further incentive to protect and increase income 
derived from sales abroad and capital investment. 

Sincerely, 


WaALter E. Diemer, 
Vice President. 


Jones & LAMSON MACHINE Co., 
Springfield, Vt., July 3, 1959. 
Mr. Leo H. Irwin, 
Chief Counsel, Committee on Ways and Means, 
New House Office Building, Washington, D.C. 


Dear Mr. Irwin: Our company would like to go on record as being in com- 
plete support of H.R. 5 submitted by the Honorable Hale Boggs. 

The provisions of his bill are extremely important to our industry if we 
are to remain strong and remain competitive in the world markets. 

We sincerely hope that every effort will be made to pass this important piece 
of legislation. 

Very truly yours, 
H. A. Finca, 
Manager of Marketing. 


JOHN B. Stetson Co., 
INTERNATIONAL DIVISION, 
Philadelphia, Pa., July 8, 1959. 


Hon. D. 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D.C. 


Dear Sie: This is in reference to H.R. 5, the Foreign Investment Incentive 
Act of 1959, sponsored by the Honorable Hale Boggs, Louisiana. We take this 
opportunity to file our statement with the committee, expressing our advocacy 
of the approval of H.R. 5. 

We who are associated with the John B. Stetson Co. here and abroad take 
pride in pointing to the long history of our company’s experience in interna- 
tional trade. This involves the field of importing necessary materials, unobtain- 
able in the United States, and the sale of our finished products in a great num- 
ber of other countries. We can also state without fear of contradiction that 
this company was a pioneer in the export of finished goods, certainly in the 
wearing apparel field. Our records indicate shipments abroad took place dur- 
ing our early stages of operation, our company having been founded in 1865 and 
Stetson hats have been sold in some 50 foreign countries. You can readily 
understand this has resulted in a fine international reputation for us and has 
contributed to the economy and quality prestige of our country. 

We need not go into details in explaining our export sales were reduced dra 
tically during the post World War II years because of various restrictions im- 
posed by most countries. This was experienced by many firms producing con: 
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sumer goods. In our case, it necessitated a review of our established policy, 
resulting in the establishment of licensees, producing our product with our trade- 
marks and technical know-how. 

The first agreements were consummated in 1949 with our Colombian, English, 
and Mexican licensees. This program has been expanded to include Australia, 
Finland, Germany, Japan, New Zealand, Norway, and South Africa. We pres- 
ently have 10 licensees and we are seriously considering 2 additional ones in 
south America—Argentina and Brazil. 

While our new international program has advanced since 1949, we have been 
hampered in making greater progress because of the heavy tax on our royalty 
income. This tax burden has been insurmountable in our consideration of the 
investment of this income abroad for further expansion. 

We believe now we have reached a new crossroad in our overseas planning. 
This could involve plowing back earnings from foreign sources into established 
markets for greater growth and, possibly to open new areas. Since the tax laws 
of the United States make this prohibitive from our standpoint, we are investi- 
gating the possibility of forming an international business corporation in a 
country which does not tax income from foreign sources. Needless to say, our 
preference for this purpose would be our own country if proper provisions, for 
example H.R. 5, were made. 

We are certain H.R. 5 holds innumerable advantages if approved. These 
involve the future economy of our country, companies already in international 
trade with operations established in so-called “tax-haven” countries and firm 
contemplating entrance to or expansion of business abroad. In this connection, 
we respectfully point to the following: 

1. Investment of private American capital abroad strengthens our political 
position with the free countries. These funds would come from income earned 
abroad in large measure. At present the tax on this income is a deterrent. 

2. H.R. 5 would lead to substantial economic growth in the free world, includ- 
ing our country, through free enterprise, reducing loans or gifts by our Govern- 
ment. 

3. It would strengthen currencies of other nations, providing for greater inter- 
national business for the United States. 

4. It would result in greater returns to parent corporations in United States 
in the long run and, therefore, greater income to our Treasury Department. 
eventually. There would be no loss to our Government since taxes would only 
be deferred. 

5. Better control through knowledge of businesses operating abroad would 
be possible. This does not exist at present with those subsidiary companies 
established in “tax-haven” countries. 

6. Approved actions would encourage companies with international subsidiaries 
to move their base of operations from abroad to the United States. There is 
no doubt of this because of the following reasons: 

(a) Political and economic stability of the United States. 
(b) Our strong currency. 
(c) Excellent, stable banking facilities. 
(d) Elimination of the need for communication covering long distances. 
(e) Assurance of convertibility of income directly into dollars, avoid 
costly numerous conversions. 
out ) Easier and more direct control over subsidiary operations and activ- 
es. 
(g) General preference to operate on “home” ground. 

This action tends to increase deposit funds here, providing for greater avail- 
ability of money for loans, etc., by banks and other financial institutions. 

7. It would encourage firms contemplating entering international trade or in- 
vesting abroad—firms which have been deterred because of taxes and risk of 
doing business outside of the United States. These organizations are not willing 
to face the risk of this trade and investment because of its high rate compared 
with eventual return in total. 

In conclusion, we reiterate our encouragement to the committee to approve 
AR. 5 as one of the important steps toward a strong free world and the pres- 
ervation of our capitalist free enterprise system. 

Sincerely, 


Groren MITCHELL. 
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THE B. F. GoopricH# 
Akron, Ohio, July 3, 1959, 
Hon. D. MILs, 
Chairman, Ways and Means Committee, 
New House Office Building, Washington, D.C. 


Dear Sir: You will recall that Mr. Jeter has made known to you the interest 
of our company in the provisions of H.R. 5, a piece of legislation which has had 
exceptionally able sponsorship on the part of your associate, Congressman Hale 
Boggs. In Mr. Jeter’s absence from the States, I am writing to state our views 
with regard to the position the Treasury has taken on this bill. 

We agree with the Treasury that the provision extending Western Hempshire 
treatment to a worldwide basis would result in substantial loss of tax revenue, 
but we cannot go along with the revenue loss claimed to follow employment of 
the “foreign business corporation” in connection with operations in highly 
industrialized countries. Most of these countries have tax rates which approxi- 
mate the U:S. rate, so that little revenue remains for our Government even under 
eurrent law because of the operation of the foreign tax credit. 

It is our view that all of the provisions of H.R. 5 are sound. However, if the 
fears of the Treasury should appear to your committee to be sufficiently grounded 
to call for a retreat from the present scope of this legislation, we strongly 
recommend no compromise be made with respect to the proposed amendment of 
section 367 of the code. Amendment of section 367 as proposed in the bill will 
provide greatly needed flexibility in reinvesting assets accumulated abroad, 
whether or not our businessmen are provided the convenience of the “foreign 
business corporation” device. This flexibility should promote the flow of invest- 
ments to lesser developed countries, because U.S. businessmen are more willing 
to place at risk in new foreign ventures their foreign-accumulated assets, since 
these have not been reduced by U.S. taxation. 

There seems to be widespread agreement on the merits of promoting the flow 
of U.S. capital and know-how into foreign countries. We hope your committee 
will be able to work out means to promote this flow within the framework of 
current revenue requirements. 


Yours truly, 
J. E. CARTER, 
Assistant Secretary. 
FEDERAL-MOGUL-BOWER BEARINGS, INC., 
Detroit, Mich., July 6, 1959. 
Re H.R. 5. 


Mr. Leo H. Irwin, 
Chief Counsel, Committee on Ways and M eans, 
New House Office Building, Washington, D.C. 


Dear Mr. Irwin: It is the desire of Federal-Mogul-Bower Bearings, Inc., that 
the following comments which I have to make with respect to H.R. 5 be placed on 
the records concerning this bill. 

Federal-Mogul-Bower Bearings, Inc., is a manufacturer and seller of ball 
bearings (BCA), roller bearings (Bower), miniature precision bearings (Micro- 
tech), sleeve bearings (Federal-Mogul), oil seals (National), and flexible ducting 
(Arrowhead). We operate 138 manufacturing plants, sell to original equipment 
manufacturers and to the aftermarket through our more than 100 branches. 
Sales into the export market are made through our representatives in more than 
80 countries. 

Federal-Mogul-Bower Bearings, Inc., for some time has been actively consid- 
ering the formation of a foreign holding company. This consideration has been 
concurrent with the investigation of foreign investment opportunities. 

We believe that H-R. 5 should be approved in order to— 

(a) Encourage American companies to invest outside the United States 
and become corporate ambassadors and promote free enterprise, instead of 
the Russian way of socialization—dealing only with the governments in pro- 
motion of government-controlled industry. 

(b) Reduce the cost of our Government by permitting private capital to 
invest money and know-how instead of a system of Government grants. 

(c) Make it dnnecessary to secure income tax Geferral benefits by having 
to form a foreign holding company. 
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The adoption of H.R. 5 would make the following possible to our company and 
the U.S. economy : 

(1) Grant the same privilege to a domestic foreign business corporation as we 
now can obtain by organizing a foreign holding company. : 

(2) Eliminate the necessity of sending personnel outside the United States to 
manage the foreign holding company (with subsequent loss to the United States 
of income taxes from the personnel). 

(8) Same employment for people in the United States by performing various 
clerical functions here (which would be done eventually by foreign nationals— 
with subsequent loss in employment of U.S. citizens and their corresponding 
income taxes and purchasing power). 

(4) Concentrate management in the United States, thereby permitting a more 
efficient job to be done and more rapidly—this is the same method as the British 
oversea trading corporations use. 

(5) Secure, if required, International Cooperation Administration guarantees 
(against expropriation, inconvertibility, war, etc.), not available to a foreign 
holding company. 

(6) Obtain an additional tax incentive of 14 points which will permit greater 
busines risks usually in underdeveloped countries. This is not available to a 
foreign holding company. 

We have already experienced what this incentive means through our opera- 
tion of a Western Hemisphere trade corporation. We have met foreign com- 
petition by price reductions, longer payment terms, etc., on a country by country 
basis. 

(7) We could enjoy special tax concessions if given by a foreign government 
as an inducement to enter into a country to manufacture one or more of our 
vital products. A foreign holding company would offer us no such incentive. 
Such inducements tend to come from underdeveloped countries. 

(8) We could use overall foreign tax credit limitation or the per-country basis. 
This is an additional incentive. 

(9) Insurance coverage could be carried by the parent company and if a loss 
occurs in the subsidiary, the claim payment to the parent would not be taxed as 
income. 

These are not all of the factors that are avilable to our company, if we are 
not required to establish a foreign holding company, but they are some of the 
most important ones. 

We have seen a steady loss of our export markets to foreign competition and 
through most of the important countries wanting to be self-sufficient in the 
products we sell. Our position as a taxpayer in the United States on our foreign 
business can only be continued or increased if our company invests money and 
know-how outside the United States. We believe that H.R. 5 offers us incentives 
to move into foreign manufacturing ventures. 

Very truly yours, 

S. E. MacArTHUR, 

Vice President—Finance. 


THE KENDALL Co,, 
Boston, Mass., July 6, 1959. 


Re H.R. 5. 


Hon. WILBur D. MILLs, 
Chairman, Committee on Ways and Means, House of Representatives, 
Yew House Office Building, Washington, D.C. 

Dear REPRESENTATIVE Mitts: The Kendall Co., a manufacturer of surgical 
dressings, textiles, and polyethylene protective tapes, has 14 U.S. plants and 
foreign manufacturing operations in Canada, Mexico, and Cuba, as well as 
sales representatives in many other parts of the world. In January of this year 
4 Separate international division was established within the company actively 
to promote the foreign functions of the company. 

It is our opinion that H.R. 5, with its pertinent revisions of the Internal Reve- 
nue Code and its provisions of establish foreign business corporations, will 
sive necessary and desirable impetus to U.S. investment abroad. 

The essence of this letter has been sent to all other members of the Committee 
on Ways and Means. I would appreciate it if you would make this letter a 
matter of record in the proceedings of hearings on H.R. 5. 

We hope that you will endorse the bill. 

Sincerely, 
RIcHARD R. Hiaatns, President. 
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Weitren STATEMENT H.R. 5 For THE RECORD 


McGraw-HI INTERNATIONAL Corp., 
New York, N.Y., July 6, 1959, 

Hon. Wizsvur D. MILLs, 

Chairman, Committee on Ways and Means, 

House of Representatives, Washington, D.C. 


Dear ConcRESSMAN MiL1s: In view of the fact I am unable to be in Washing. 
ton from July 7 to 9 to appear at the public hearings in support of H.R. 5, may 
I take this opportunity to say in brief how absolutely essential it is that Congress 
approve this legislation. 

As one who has spent more than 25 years in the foreign taxation and invest- 
ment field, and as the author of the foreign tax “bible” entitled “Foreign Trade 
and Trade Briefs,” published by Matthew Bender Co., it is my firm conviction 
that the only way to eventually supplant foreign aid is through private foreign 
investment. Therefore, it is of paramount importance that the U.S. Government 
stop talking about the need to encourage the outflow of private capital abroad 
to do something about it. H.R. 5, or the Foreign Investment Incentive Tax Act of 
1959, will provide the proper stimulus to nearly triple the present outflow of 
private oversea capital from $2.5 billion annually to approximately $7 billion. 

Fourteen of this country’s leading trade organizations have passed formal 
resolutions supporting H.R. 5. It is estimated from surveys taken by myself that 
at the present moment there are some 200 American companies waiting for 
the 14 percent tax reduction from the 52 percent corporate rate before they will 
invest abroad. If this bill were to pass, annual tax receipts would be cut by 
the relatively small amount of no more than roughly $250 million a year. 
But the Treasury's endorsement is so loaded with qualifications restricting 
foreign ventures that it scarcely can be called “support” and weakens the meas- 
ure so that few real results are seen in promoting oversea plant expansion. 
Certainly, the objective of tripling the annual foreign investment rate will not be 
achieved without the 14 percent tax reduction extended to all countries. 

It is generally recognized by U.S. businessmen that H.R. 5 in reality is a 
defense measure and consequently would be a vital weapon in combating the 
cold war on the economic front. One of our best answers in the past to the 
Soviet challenge of capturing underdeveloped markets has been the actual opera- 
tions of American business abroad where peoples of other lands can see for 
themselves the display and workmanship of our private enterprise economy and 
system. 

Actually in the past the United States has made little progress in helping 
underdeveloped nations through private investment because of an outdated 
foreign tax system. As a result of the tax credit allowed on oversea earnings, 
we encourage other countries to raise taxes by literally saying: You increase your 
rates or we will take the taxes that ordinarily would belong to you. 

I sincerely believe that H.R. 5 must be approved if we are ever to attain world 
peace through world trade. 

Thank you for your earnest cooperation in this vital matter. 

Sincerely yours, 
WaAtter H. Diamonpn, 
Editor, McGraw-Hill American Letter. 


PorTABLeE ExectTric INC., 
Chicago, IU.., July 6, 1959. 
Subject: H.R. 5, the Foreign Investment Incentive Act of 1959. 
CoMMITTEE ON WAYS AND MEANS, 
U.S. House of Representatives, 
1102 New House Office Building, Washington 25, D.C. 

GENTLEMEN: I strongly urge the passage of H.R. 5 for the long-range benefit 
of every U.S. citizen for the following reasons: 

1. Within a reasonably short time private U.S. capital will, through true eco 
nomic development of foreign countries, make it unnecessary to use taxpayers 
money for foreign aid. This savings could reasonably be expected to more than 
offset any short-term loss of revenue. 

2. H.R. 5 will eventually produce more revenue for the U.S. Treasury when 
profits are returned to the United States. 
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3, As long as we have the productive capacity in the United States, foreign 
trade is necessary to enable us to utilize our productive capacity to better 
advantage. Even if plants are built in foreign countries certain component 

rts are required to be exported from the United States. 

4. It is possible under the current Revenue Code to establish a foreign corpor- 
ation and operate outside of the United States and enjoy the benefits of H.R. 5. 
However, certain expenses are incurred, which would not be necessary under 
HR. 5, and the elimination of these expenses would result in increased U.S. 

tits. 
on conclusion I might say that we, who are responsible to millions of U.S. 
citizens as shareholders and employees of small, medium-size, and large U.S. 
business, must make plans on a long-range basis in order to survive. The U.S. 
Government is the biggest business in the world and must also plan its affairs 
on good sound long-range business practices in order to survive. 
Respectfully yours, 
Epwakrp P. WILMSEN, 
Vice President and Treasurer. 


SquaRE D Co., 
Export DEPARTMENT, 
Secaucus, NJ, July 6, 1959. 
Subject: Statement in support of H.R. 5, legislation providing for U.S. World 
Trade Corp. 

Mr. Leo H. 

Chief Counsel, Committee on Ways and Means, 

1102 New House Office Building, Washington, D.C. 

GENTLEMEN: The Square D Co. is a major manufacturer of electrical control 
and distribution equipment with principal offices in Detroit, Mich., and export 
offices in Secaucus, N.J. In addition to our export activity, we have subsidiary 
companies in Mexico, Canada, and England. Although these ventures have 
been relatively successful on an individual basis, there can be no doubt but that 
further expansion of our international operations has been restricted by the 
existing U.S. laws which prohibit the transfer of foreign earnings on a tax-free 
basis to other international activities. 

In our export activities, we are meeting increasing competition, particularly 
from the local subsidiaries of the major European producers of electrical equip- 
ment. The future of our export program is clouded by this competition. We 
cannot, in fact, anticipate the continued growth of our product sales abroad 
unless positive action is taken to undertake our own local assembly operations, 
Such action could take two forms: 

1. The enactment of legislation such as that embodied in H.R. 5 will enable 
us to establish a U.S. World Trade Corporation whereby the earnings of our 
subsidiary companies could be used to expand our international activities abroad. 
The inclusion of export earnings from the United States is essential in this 
program. 

2. Establishment of an international company based in a foriegn profit sanc- 
tuary. Although such a venture has not been previously undertaken by the 
company, we are now of the realization that in order to protect our markets 
abroad, we must undertake a program which will enable us to make maximum 
use of our foreign subsidiaries’ earnings as well as protect and develop our over- 
sea markets, 

We therefore, strongly encourage affirmative action on the legislation as now 
contained in H.R. 5, providing for the establishment of U.S. World Trade Cor- 
porations and the inclusion of export earnings in the tax deferral plan. 

Yours very truly, 
S. T. Corman, Eaport Manager. 


ADMIRAL INTERNATIONAL CoRP., 
Chicago, Ill., July 7, 1959. 
Re H.R. 5, Foreign Investment Incentive Act of 1959. 
Hon. D. MILts, 
Chairman, Committee on Ways and Means, U.S. House of Representatives, New 
House Office Building, Washington, D.C. 

Deak CONGRESSMAN: In response to your committee’s announcement of June 
24, 1959, we are pleased to have the opportunity to submit for the record a brief 
statement of our support of H.R. 5. 
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Admiral Corp., through its subsidiaries, is engaged in overseas manufacturing 
operations, and other foreign business activities. While we are desirous of 
developing and expanding the licensing of foreign manufacturers, and export 
trade, Admiral is primarily interested in the acquisition of production facilities 
for electronic and household appliance products in several additional foreign 
countries. 
While many factors are involved in the final decisions in such matters, H.R. 
5 provides definite encouragement and incentive from the tax standpoint for 
U.S. companies to assume the risks inherent in foreign operations. The deferral 
of income tax provided in section 2 of the bill permits the foreign source income 
of domestic companies to be accumulated for reinvestment in foreign assets 
before ultimate payment of U.S. income tax, thus permitting foreign operation 
in itself to help provide the actual funds necessary for continued investment. 
Although this may at present be accomplished through the use of foreign holding 
corporations, perhaps the most important achievement of this section would 
be the knowledge that the laws relied upon for this result would have the express 
sanction of the Congress, with all the consistency and continuity of tax law and 
policy that fact implies. 
Section 3 provides for desirable flexibility in the choice of country and form 
of investment, unavailable under present law, and does so without loss of tax 
revenue. To demonstrate this feature, assume an American parent corporation 
has a profitable manufacturing subsidiary in France. While it is possible under 
present law to use the surplus of the French subsidiary for investment in another 
country (such as Argentina) without payment of U.S. income tax, to do so it 
is necessary to cause the French subsidiary to make a direct investment in an 
Argentine company. This one step removed form of investment creates perplex- 
ing problems of fiscal control, currency convertibility, and many others. H.R. 5 
would simplify and make the investment in Argentina more attractive by per- 
mitting a transfer of asset from the French subsidiary to the American parent 
for direct reinvestment in Argentine production facilities. The value of the 
assets transferred would not be reduced by immediate payment of U.S. income 
tax upon the transfer, but since U.S. income tax will be paid upon any final 
distribution of assets to the American parent, no ultimate loss in tax revenue 
will result. In this way, the unnecessary problems manufactured by the one 
step removed form of investment are eliminated. 
The remaining sections of the bill are calculated to establish equal treatment 
of taxpayers in substantially similar positions, and to permit American firms to 
take advantage of the income tax reductions offered by certain countries to 
attract investment, thereby removing an existing disadvantage not shared by our 
foreign competitors. 
It appears that reducing Government aid by increasing the amount of private 
American investment abroad has received widespread support as a desirable 
instrument of national policy. H.R. 5 provides a measured and reasonable 
incentive for the achievement of this goal, and we urge that it receive the favor- 
able consideration and report of the Committee on Ways and Means. 
Very truly yours, 

NorMAN E. Jounson, Vice President. 


AMERICAN MERCHANT MARINE INSTITUTE, INC., 
Washington, D.C. July 7, 1959. 

Hon. D. MILLs, 

Chairman, Committee on Ways and Means, 

U.S. House of Representatives, Washington, D.C. 

Dear Mr. CuammMan: The American Merchant Marine Institute, Inc., is 8 

trade association representing the owners and operators of some 50 steamship 

lines serving the domestic and foreign trade of the United States. Our member- 

ship constitutes an overwhelming majority of the entire American merchant 

marine. 

Because of the nature of our business, we feel reasonably well qualified to 

comment on H.R. 5 and to endorse its principles and purpose. 

Essential to the development of a bulwark against the threat of interna- 
tional communism is the improved well-being of those free nations constituting 
the Western World. Since it is a rather well established fact that the creation 
of economic security, reasonable self-sufficiency, and employment opportunities 
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tend to elevate the living standards of our less privileged allies abroad, such 
developments can be promoted by encouraging private American investment in 
overseas plant and equipment. It was for this purpose that our foreign aid 
program was originally conceived in the postwar period, at which time the 
peneficial results envisaged by H.R. 5 were not yet clearly conceived. Insofar 
as private investment may be able to accomplish in part at least what is now 
being done by our foreign aid program, the American taxpayer will be relieved 
of certain burdens and the countries receiving the same beneficial end result 
will be, it seems, infinitely more satisfied with its accomplishment in this, rather 
than in grant-in-aid, fashion. 

America’s merchant ships traditionally trade into and out of U.S. ports. 

From any short-range point of view, therefore, it is entirely possible that 
products engendered through the encouragement of investment abroad may 
result in a somewhat reduced export trade for the United States. We feel cer- 
tain, however, that from a long-range point of view, economic improvements 
among free nations will create demands for U.S. products in those areas where 
our productive skills predominate, and swell our import requirement of products 
capable of being satisfactorily and economically produced overseas. Ultimately, 
the increased flow of trade among peoples will unquestionably redound to our 
benefit both economically and politically. 

For these reasons, we heartily endorse H.R. 5 and urge that the principles 
embodied therein be approved by your committee. 

Sincerely yours, 
Atvin SHaprro, Vice President. 


CHAMBER OF COMMERCE OF GREATER PHILADELPHIA, 
July 7, 1959. 

On December 5, 1958, Mr. James J. Mahon, Jr., a vice president and chairman 
of the executive committee of the chamber of commerce of Greater Philadelphia, 
appeared before the Subcommittee on Foreign Trade Policy of the Committee on 
Ways and Means and made a statement, a copy of which is attached, advancing 
the political, economic, and taxation reasons why this chamber urged the Con- 
gress to provide incentives for foreign investment by American individuals and 
corporations. This chamber believes that those reasons are equally valid today. 

Subsequently, in correspondence with the chairman of this committee, the 
chamber hag expressed its hope for prompt and favorable consideration of 
H.R. 5. This bill contains incentives for foreign private investment which this 
chamber believes should be enacted into legislation by the Congress as soon as 
practicable. 


STATEMENT ON U.S. Private ForEIGN INVESTMENT PRESENTED BY JAMES J. 
MAHON, JR., PARTNER, LYBRAND, Ross Bros. & MONTGOMERY, AND VICE PRESI- 
DENT AND CHAIRMAN, EXECUTIVE COMMITTEE, CHAMBER OF COMMERCE OF 
GREATER PHILADELPHIA 


The Chamber of Commerce of Greater Philadelphia is the oldest in the United 
States and represents a cross section of commerce and industry in the tri- 
state area adjacent to the navigable, lower Delaware River. Our port district 
is second in the Nation in total tonnage of cargo moved inward and outward 
but is first in import tonnage. Since early colonial times, the Philadelphia area 
has used its excellent ports as a gateway to the world of foreign trade and 
investment. Much of the great individual and corporate wealth of our area 
is the accumulation of generations of our businessmen having traded and in- 
vested overseas. It is fitting and natural, therefore, that our chamber of com- 
merce should have been the first to establish a foreign investment committee 
devoted to the advancement of knowledge and skills in foreign operations among 
businessmen in the Greater Philadelphia area, and, to increasing their aware- 
hess of opportunities for foreign investment and licensing. The chamber wel- 
comes this opportunity to contribute to the work of this purposeful Subcom- 
mittee on Foreign Trade Policy by sending one of its elected officers who is so 
eminently qualified in the field to represent it before the subcommittee and to 
present this written statement of the chamber’s views and opinions. 

In view of the wealth of studies, reports, facts, and figures which have been 
prepared by the professional staff of the subcommittee and the Departments of 
State and Commerce, the chamber concludes that the subcommittee is not hold- 
ing these hearings solely to collect more detailed information on U.S. private 
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foreign investment. Rather, the chamber assumes that the subcommittee seeks 
views and opinions to help it evaluate those facts and figures in terms of the 
national interest in U.S. private foreign investment. The chamber has directed 
this statement toward that end. 

While readily admitting that the Greater Philadelphia area has perhaps a 
longer experience with overseas investments than have many other sections of 
the country, we submit that U.S. private foreign investment is of vital impor- 
tance to the citizens of every congressional district in the United States, That 
importance derives from the publicly little appreciated fact that the military 
and economic security of this Nation—hence the living standards and the wel- 
fare and happiness of everyone living in the United States—rests in the hands 
which control the foreign markets in which we must buy a wide variety of 
essential raw materials. A vast majority of Americans may have failed to 
grasp the significance of that fact but the Soviet leaders have not. Their recent 
machinations in upsetting the world market in zinc give confirmation of this, 

Offered a bountiful and bewildering array of household appliances, automo 
biles, and foodstuffs for cash or credit, the American consumer has little reason 
for giving a thought to the sources of the raw materials going into the products 
which meet his (or her) daily needs or wants. Even many of the manufac. 
turers who make those products fail to give more than momentary consideration 
to those sources when ordering from their suppliers. 

But those of us who live and work in port districts along the coasts of the 
United States cannot help being aware of the millions of tons of raw materials 
which must be brought from the four corners of the globe to satisfy the huge 
appetite of the American industrial machine. Save for the temporary stay ac- 
corded by Government and private stockpiling of essential materials, that indus- 
trial machine would soon grind to a halt if deprived of even a few of the primary 
items which nature has denied this country. 

What would happen to the average American household if producers were to 
be cut off from their imports of nonferrous minerals needed to make the alloy 
steels and other metals which go into the manufacture of our automobiles, re- 
frigerators, air-conditioners and heating equipment—to say nothing of our 
mnilitary “hardware”? And what would breakfast be like if Communist-domi- 
nated governments should take over in Brazil, India, and Ghana and refuse to 
Sell us coffee, tea, and cocoa beans? Could our domestic producers of crude oil 
keep our automobiles and trucks on the roads, diesel locomotives on the rail- 
roads, planes in the air, heat in our homes, and steam in industrial and electric- 
generating boilers if the Soviets win over the Middle East rulers and the strong 
Communist Party comes into power in Venezuela ? 

These are not fanciful questions. The internal and/or external pressures 
of the Communists are ever-present realities in the daily lives of the governments 
of the countries from which we buy many vital raw materials and basic food- 
stuffs or which help to make up deficiencies in our natural resources. Any ap- 
preciable relaxation on our part in the current economic war effort could easily 
tip the political or economic balance in favor of the Communists in a number 
of those countries. 

Recognizing that the United States is not self-sufficient economically, we sub- 
mit that our national interest demands that the sources of our vital imports 
remain in friendly hands—and that we be able to pay for those imports. Short 
of using armed force, there is a definite limit to the action which the U.S. Gov- 
ernment can take to keep non-Communist foreign governments in power. And 
there is even a more definite limit to the amount of U.S. taxpayer’s dollars which 
can be used for that purpose or for buying our vital imports. But given the 
encouragement and the incentives, we maintain that U.S. private foreign invest- 
ment can do both jobs much better and at less cost than can the U.S. Gov- 
ernment. 

In their drive toward world domination, the Communist powers appear con- 
fident that they have achieved a military stalemate which leaves them free to 
engage in economic warfare. By the inherent nature of their system and be- 
liefs, the Communists appear better suited than we to wage the economic 
warfare which Mr. Khrushchev stated they have declared against us. Parallel- 
ing Communist strategy in every country where they have taken over—or seek 
to take over— of driving for control of the labor unions in vital transportation 
and industry, their basic strategy is to gain control of sources and markets in 
order to deny at their will vital raw materials to the free world. That strategy 
is visible in their concentration on political activity within, and economic pres- 
sures on, countries which are major producers or sources of essential or vital 
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materials. Witness the Russian and Red Chinese drives—including the use of 
arms—toward putting native Communists in power in the rubber, oil, tin, sugar, 
rice, and spice producing countries of southeast Asia; their use of Nasser and 
the Pan-Arab movement in a drive to control the Middle Eastern oil countries 
while at the same time employing growing native Communist parties in Syria 
and Iraq to counteract Nasser’s power there; their swapping second-hand mili- 
tary “hardware” for control of Egyptian long-staple cotton ; the pressure of their 
offers or deals to take the total production of cocoa beans from Ghana, of cop- 
per and nitrates from Chile, rice from Burma, rubber from Ceylon—all of which 
countries are in serious economic difficulties because of their complete depend- 
ence upon the commodity involved. 

When internal political pressure or attractive deals to take the total produc- 
tion of a vital commodity fail to give the Communists the control they seek. 
then they are quick with equipment and technicians and some funds to aid 
in the economic development of the countries important in their strategy. They 
are doing a good job in the latter field in India; Mr, Nehru assures his fellow- 
countrymen that Russian influence stops at economic development assistance 
but we note that one of his country’s state governments is in Communist control 
and that Communists and their fellow-travelers give him political difficulties 
in other parts of India. Colonel Nasser tells his people a similar story but 
he has lost control of his country’s economic mainstay—long-staple cotton. And 
in doing so, Colonel Nasser has put in Communist hands the power to deny 
American spinners their requirements of Egyptian long-staple cotton which 
blends so nicely with our synthetic fibers to make the wash-and-wear cloth now 
so popular in men’s and women’s clothing. 

In this economic war, the most effective ICBM in the arsenal of the United 
States is the initiative, know-how, and capital of American private enterprise 
operating overseas. The chamber claims that each dollar of U.S. private foreign 
investment is worth at least $2 of U.S. Government money in grant-in-aid or 
loans to foreign governments. Eventually, the profits of the private investment 
abroad make a contribution to the U.S. Treasury in taxes whereas Government 
grants and loans represent a continuing drain upon the Treasury. We do not 
say that U.S. private foreign investment is a total substitute for financial assist- 
ance to friendly or neutral foreign countries, but we do emphasize that the more 
intensive and extensive the former, the less the need for the latter. 

And in this economic war, “trade not aid” is the most desirable psychological 
weapon we could employ. If they do not grow to resent continued help, relatives 
or friends in straightened circumstances tend to adopt the “Yes, but what have 
you done for me lately?” attitude. Both that resentment and that attitude colored 
our relations with certain countries in Europe in recent years and are currently 
quite evident in those with some of our friends in Latin America. But trade is 
not only a psychological weapon, it also plays a key role in supplying us with vital 
raw materials. 

Strange as it may seem to many Americans who have such a difficult time 
holding on to it in any quantity for any length of time, the American dollar is 
losing some of its glamour overseas. For many countries, it is too hard to come by 
except on loan from the U.S. Government or from one of the international finan- 
cial agencies or from private banks—and sooner or later loans have to be repaid. 
This difficulty in securing enough dollars may stem from many sources but is 
usually either that the foreign country cannot sell us its products because of our 
tastes or our tariff or quota barriers—or that the foreign national economy is 
expanding at a very rapid rate and purchases from us tend to exceed sales to us. 
The customary reaction of most governments caught in a dollar dilemma is: 
Impose strict foreign exchange and import controls on dollar purchases but less 
or hone on purchases in “soft” currencies. A good example of this reaction in 
Government action occurred in Brazil. 

And the dollar is losing lots of its former glamour with foreign government 
and private buyers because of the price of American-made products. Much of 
our highest standard of living in the world is due directly to the American worker 
receiving the highest wages in the world. Until very recently, every round of 
wage increases was accompanied by a comparable increase in productivity— 
either because of improved effort by the workers or improved efficiency in their 
Machines—so that real labor costs did not rise. But the rate of increase in 
Productivity of American industry is now down to about 2 percent per year with 
the unfortunate result that many American-made products are being priced out 
of many foreign markets. Competition is keen in world markets between 


seeks 
f the 
ected 
ips a 
ns of 
That 
That 
itary 
wel- A 
ands 
ty of | 
to 
cent 
this, 
omo- 
lucts 
ufac- 
ition 
f the 
rials j 
huge | 
y ac- 
idus- 
nary 
re to 
illoy 
, Te- | 
our 
a 
tric- 
rong 
ures 
ood- 
Lsily 
nber 
sub- 
orts | 
hort | 
And 
hich 
the 
rest- | 
con- 
e to | 
nie 
mie 
llel- | 
seek 
tion 
s in 
= 
res- 
‘ital 


578 FOREIGN INVESTMENT INCENTIVE ACT 


American-made products and those produced elsewhere—with the former fre. 
quently losing out to the latter’s lower prices. The competition is not limited to 
consumers goods but extends to industrial machinery and government-procured 
items like public works. 

With trade barriers of foreign exchange restrictions, import controls base@ 
on country of origin, and a pricing situation facing him, the American mannfac- 
turer has one of two alternatives. Either he can abandon his foreign markets 
and lose that percentage of his business which frequently means the difference 
between a profit and a loss on his overall operations, or, he can hold and possibly 
expand his foreign markets by establishing manufacturing facilities in one or 
more countries abroad, preferably one whose currency and labor costs enable him 
to compete in world markets. If he chooses the first alternative, the United 
States stands to lose. 

The loss to our national economy is twofold. The primary loss is a reduction in 
our ability to pay in local currencies for our vital imports. The secondary loss 
is frequently a direct one to the U.S. Treasury because the manufacturer's 
volume of business and profits may go down and he would therefore pay less in 
taxes. The first loss to the Nation is the problem with which we are here con- 
eerned. If we can get the manufacturer to choose the second alternative 
described above, then his action will at the same time strengthen our national 
economy and strike a blow in the economic war in which we are continually 
engaged. 

When an American manufacturer establishes a factory abroad, particularly in 
an underdeveloped country, he has helped that country take another step along 
the road to economic development. He is increasing employment, contributing 
to raising the national income and hence standard of living, increasing the Gov- 
ernment’s revenues by the taxes he and his employees pay, and, at the same 
time, reducing the country’s foreign exchange requirements by producing a prod- 
uct formerly imported into that country. And the more steps of this nature 
taken by the country, the less the internal attraction to communism and the less 
the external pressure the Soviets can apply through trade or development offers. 

American manufacturing investment is not the only means by which the 
United States can help underdeveloped countries along the road to economic 
development. American retailing investment should not be overlooked. The 
successful ventures of Sears, Roebuck & Co. in Latin America have in them- 
selves caused minor industrial revolutions in Mexico, Brazil, and Colombia. 
Many local manufacturing enterprises—with the attendant repercussions in in- 
ereased employment and raised standards of living for the employed as well as 
for Sears’ customers in better products at better prices—have been stimulated 
by Sears in those countries to improve products and methods of improving 
them. Sears has helped both new and existing manufacturers to raise or increase 
capital, import technicians and training specialists from the United States, and 
even to secure manufacturing licenses in some instances—all in line with Sears’ 
sound policy of buying as many items as possible from local manufacturers in 
the countries of their operations. This stimulation of industry by Sears has been 
true to a lesser degree in Peru, Cuba, and Venezuela because of smaller potential 
markets in those countries. 

But no matter how desirable these U.S. private foreign investments may be 
from national political and economic point of view, no American businessman 
can undertake the greater risks of investing his company’s time, effort, and capi- 
tal abroad without justifiably having the promise of greater profits than if the 
same amount of time, effort, and capital were invested in the United States. 

It should be apparent, even to the casual observer, that the objectives of the 
foreign economic policy of the U.S. Government and the motivation of American 
private enterprise in investing abroad do coincide. The interest and motivation 
of American business is to derive the benefits of our American system. The 
major objectives of U.S. national policy and the national interest should be a 
demonstration that our system is the best system. Through the type of partner- 
ship which we propose of government and business overseas striving for com- 
mon objectives, we shall be demonstrating to the world that our capitalistic 
system does really work abroad as well as at home. 

Therefore, if it is in the U.S. national interest for American private invest- 
ment to expand overseas—and of that there can be no doubt—then the responst- 
bility lies with the U.S. Government to do its share by providing incentives which 
permit, even encourage, American private business managers to embark upon 
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yentures overseas which promise profits to their companies for the greater risks 
jnvolved therein. 

The chamber suggests incentives for profits, not guarantees of or for profits. 
The most immediately practical incentive is the tax incentive. Unfortunately, 
the provisions of the present Internal Revenue Code are not clearly conducive to 
expanding U.S. direct private investments abroad. It is true that there are 
some features of the code which seem to favor foreign operations—and their 
presence undoubtedly has inspired some U.S. corporations to increase direct in- 
vestments abroad during the past decade. However, any tax benefits inherent in 
these provisions are either too small or too restricted to furnish a real incentive 
to foreign expansion, or too uncertain to be relied upon by prudent American 
corporate management. At pointed out before, management as a steward or 
trustee and primarily responsible for stockholders’ funds cannot conscientiously 
expose those funds to the additional complications and hazards of overseas in- 
yestment in preference to the relative safety of domestic expansion, unless there 
are sufficient additional incentives to offset such complications and hazards, 
And these incentives must be material, they must be clear, and they must be 
certain—as certain as modern draftsmanship can make them. 

Let us point out some of the difficulties that confront American business under 
the ostensibly beneficial provisions of the existing Internal Revenue Code. There 
are several specific provisions granting tax relief to certain types of U.S. com- 
panies operating abroad and otherwise meeting certain stringent requirements. 
These include the Western Hemisphere trade corporation, which is granted a 
U.S. rate concession of about 14 percentage points (to about 38 percent) ; and the 
possessions corporation which is exempt from U.S. income tax. However, as a 
practical matter, the conditions imposed upon the former and the geographic 
restrictions of the latter have resulted in both methods being relatively little 
used. 

Generally, there is also a U.S. tax advantage to be derived by an American 
company from the use of a foreign subsidiary where profitable operations are 
conducted abroad. This is because of the operation of the foreign tax credit. 
It permits a domestic corporation to take credit against its U.S. tax for foreign 
income tax paid by its foreign subsidiary. As a result, dividends received from 
the foreign corporation are taxed in the United States at somewhat lower ef- 
fective rates than those applicable to domestic income—and the effective overall 
U.S. and foreign rate may be as low as 45 percent as contrasted with the usual 
52 percent rate. This maximum tax benefit of 7 percent from the receipt of for- 
eign dividends is realized when the tax rate in the foreign country is exactly 
one-half of the rate applicable to domestic corporation income—i.e., when the 
foreign rate is 26 percent. 

Actually, the principal advantage of operating through a foreign subsidiary, 
and particularly one subject to low foreign taxes, is the opportunity to reinvest 
the low-taxed foreign profits in other foreign operations before they are subject 
to U.S. tax; that is, before they are pulled down by the American parent as divi- 
dends or in liquidation. The potential benefits are greatest where the foreign 
subsidiary is incorporated in a tax sanctuary or tax haven country such as Liech- 
tenstein, Liberia, or Panama. 

However, the hoped-for tax benefits from the use of foreign subsidiaries—and 
particularly tax-haven based holding companies, are not necessarily a sure thing. 
They simply cannot be relied upon with any certainty by prudent management 
in formulating a course of action. 

_The Treasury has accelerated its scrutiny of the methods established for for- 
eign expansion by American industries. Since practically all transfers of prop- 
erty from an American corporation to its foreign subsidiary are taxable trans- 
actions, moot questions of valuation can arise particularly as to patents and 
other intangibles—and heavy capital gains taxes can be asserted. And when a 
hewly established foreign corporation is deemed to be a sham, organized solely 
for the purpose of diverting domestic taxable income to foreign countries, the 
Treasury has the power under code section 482 to subject such income to U.S. 
taxes, Whether the Treasury and the courts will be tough or moderate in re- 
Viewing these cases is conjectural—opinion ranges in both directions; and even 
if the dignity of a foreign corporation is ultimately respected, purchases and 
sales between the domestic and foreign companies may provoke a question as 
to the fairness of prices charged or paid by the American company and the 
resultant reasonableness of the allocation of net income between the two entities. 
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subsidiary, the U.S. parent can be subjected to tax thereon—and reasonableness 
may be a rather nebulous thing. The potential tax benefits from operating 
abroad, and particularly those from establishing subsidiaries in foreign tax 
havens, have recently inspired a great deal of publicity—in the Wall Stree 
Journal, in lectures, and in technical papers and pamphlets. And, many medium. 
sized companies, encouraged by the possibility of avoiding high U.S. taxes and 
obtaining before-tax capital, are “getting their feet wet” and venturing into 
foreign operations on a fuller scale. 

Unfortunately, not only are their hoped-for tax benefits uncertain, but in many 
cases their investments have been unnecessarily and unduly subjected to the 
hazards of seizure, sequestration, and blocked currencies. 

American business deserves better than this. Not only is incentive needed, but 
business should not be forced by the incidence of taxation to artificially dam up 
funds abroad. 

Several Presidential commissions and private organizations, such as the U.S. 
Council of the International Chamber of Commerce and the National Foreign 
Trade Council, have recommended the reduction or elimination of corporate 
taxes on income earned abroad as a powerful incentive to private foreign in- 
vestment. These recommendations have taken several forms: The complete 
exemption from corporation income taxes of income earned abroad ;* partial and 
selected reductions ;* a reduction in the corporate rate by at least 14 percentage 
points on income from investment abroad,’ and the deferral of U.S. taxes on 
nei oe of income from direct investments abroad which is reinvested 
abroad. 

The very authority of these groups and the weight of their recommendations 
undoubtedly merits congressional attention and action during the forthcoming 
session. If so, uncertainty concerning present tax advantages may be dis 
solved, and then taxes will loom even more important and certain as a factor 
influencing U.S. direct investments abroad. 

If the 86th Congress will adopt legislation providing tax incentives, including 
H.R. 12368 as introduced into the 85th Congress by the distinguished chairman 
of this subcommittee, then Congress will have given clear direction to the execu- 
tive departments to cooperate with private enterprise in advancing the national 
economic interest. While such cooperation has often been sought at the highest 
levels in the executive departments, practical implementation at home and 
abroad by Government officials at the operating levels has sometimes been lost 
because those officials were not familiar, by experience or training, with the 
problems faced by U.S. business. The lack of that familiarity by some oper- 
ating officials has tended to defeat the intent of Congress, and the expressed 
purpose of their superiors and the President, by discouraging private enter- 
prise from investing abroad. . 

The national economic interest demands, therefore, that the Congress act by 
providing the tax incentives which will encourage direct private investments 
abroad. By such action, the individual Members of Congress will be protecting 
the basic interests of their constituents by employing to the fullest in this eco- 
nomic war the one weapon which our Communist enemies do not have—free and 
competitive private enterprise. 


SKIL Corp., 
Chicago, Il, July 7, 1959. 
Re H.R. 5, Foreign Investment Incentive Tax Act of 1959. 
Hon. D. MILs, 
Chairman, House Ways and Means Committee, 
New House Office Building, Washington, D.C. 
Dear Sir: Our company submits the following statement in support of H.R. 5 
to be included in the record of hearings thereon on July 7, 8, and 9, 1959. 


1 International Development Advisory Board (1951). 

2 The Gray report (1950) : and the Paley Commission renort (1952). 

® Randall Commission on Foreign Economic Policy (1954) ; Richard Nixon (1957). 
«Barlow and Wender; and National Planning Association (1957). 
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The most important feature of the bill, the provision for the formation of a 
US. foreign business corporation (FBC) which would pay no U.S. income taxes 
until it remits a dividend to its parent company, would result in little or no 
joss of revenue for the U.S. Treasury. In the long run the Treasury would collect 
more taxes, since U.S. firms expand abroad for the purpose of ultimately making 
larger profits. When larger profits flow from the FBC to the U.S. parent, the 
United States would collect larger taxes. 

The FBC provision of the bill would advance a cardinal principle of U.S. 
foreign policy; namely, the encouragement of private investment overseas. 
This bill would promote the economic welfare of the free world by encouraging 
the utilization of private American investment abroad for the purpose cf dimin- 
ishing the increasing drain upon the American taxpayer in providing for economic 
assistance out of tax revenues. It seems clear that the policy of our country 
to contribute to and assist the nations of the world to the largest extent possible 
by encouraging the unhampered operation of our dynamic free enterprise system, 
can best be served by the enactment of enlightened tax laws to enable private 
investors to do business in foreign countries on a competitive basis with in- 
yestors from other countries. 

This is true because corporations like SKIL must earn from outside the United 
States the capital to invest abroad. A small company like ours requires every 
penny of capital that can be earned or borrowed in the United States for invest- 
ment within the United States. As a practical matter, therefore, investments 
abroad will be made largely out of profits earned abroad. Because this is so, 
many U.S. manufacturers have established foreign base companies in profit 
sanctuary countries. Profits flowing into subsidiaries in these countries promptly 
flow out again in the form of new investnients overseas, with little or no tax 
implications while the capital is en route. In short, foreign-base companies 
enable U S. firms to move profits from one foreign country to another without the 
United States imposing a tax owing to the transfer. 

However, a small company like SKIL cannot afford the large expense, com- 
plications, and inconveniences inherited in moving international and export 
offices out of the country. In addition, operating through base companies in 
foreign countries is far less efficient than if these operations were located in 
the United States where they ought to be. Our Government should not follow 
a policy that places U.S. businessmen at a disadvantage and thereby forces 
them to use these awkward expedients. We believe this same result should 
be obtainable through the use of a U.S. domestic corporation specifically designed 
for that purpose. 

The FBC provision of the bill would make it unnecessary for U.S. firms to 
operate abroad through foreign-base companies incorporated in profit sanctuary 
countries such as the Bahamas, Venezuela, Switzerland, etc., which impose little 
or no tax on foreign income. Companies like ours doing a proportionately sub- 
stantial business abroad, but not through foreign-base companies, are waiting 
the outeome of this bill in the hope that we will not be forced to reconsider the 
foreign-base company gimmick. 

However, it is equally important for most companies the size of SKIL that 
the income that would enjoy the benefits of this bill should be the income from 
all foreign operations—this includes all export income. Exports have been 
historically—and for companies the size of SKIL will continue in the future— 
to be a principal source of funds for investment abroad. To exclude export 
income or any portion thereof would only emasculate the bill and force SKIL 
to reconsider handling our exports through foreign-base companies. 

The foreign market is rapidly becoming the truly critical market in our 
economy. As Peter Drucker points out in the May-June issue of the Harvard 
Business Review on page 42: “Performance in it (the foreign market) will 
increasingly determine the ability of the American economy and of American 
business to prosper and grow.” Consequently, we must strongly and sincerely 
eed you to include all foreign operations and all export income in the provisions 
of this bill. 

By permitting U.S. corporations to conduct their foreign and export operations 
through a U.S. foreign business corporation, the U.S. Government in the end 
would not only collect more taxes, but would make more effective use of the only 
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instrument for foreign economic development that we possess which the Com- 
munists do not have and cannot duplicate—free enterprise building: owning ang 
managing plants abroad, 
Sincerely yours, 
Corp., 
CHARLES R. BEAUREGARD, 
Comptroller. 
WILLIAM MIHELICH, 
Manager, Export Department. 


GAHAGAN DREDGING Corp., 
New York, N.Y., July 9, 1959. 
Re statement to be filed in connection with H.R. 5 (the Boggs bill). 
Hon. D. MILLs, 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D.C. 


DeAR REPRESENTATIVE Mitts: Attached to this letter is a copy of an article 
appearing in the July 8 edition of the Wall Street Journal, written by a staff 
reporter, in reference to the above-captioned subject. 

One surmises after reading this article that the administration in Washington 
agrees, as we all do, that foreign aid must eventually in a great many partic. 
ulars, be replaced with funds invested abroad by private American business. 
The administration, as well as business spokesmen, apparently urged the House 
Ways and Means Committee to approve investment stimulating tax incentives, 
for the many U.S. business concerns operating overseas. Agreement seems to 
be mutual that on the whole the tax incentive bill proposed by Representative 
Boggs, Democrat, of Louisiana, will help to accomplish two greatly to be desired 
objectives. 

lirst, carry out the intent of Congress in passing Public Law 85-141 of August 
14, 1957, amending the Mutual Security Act of 1954, relative to the Development 
Ioan Fund, which in part was to create a climate favorable to the investment 
of private capital and to assist on a basis of self-help and mutual cooperation, 
the efforts of free people everywhere to develop their economic resources and 
to increase their production capabilities. 

Second, be most helpful as a cold-war weapon designed to combat Soviet 
economic aid. 

Il’'rom that point on, Department aids of the State, Commerce, and Treasury 
Departments seemed to be vying with each other as to how best destroy the 
very heart of the bill. 

(1) The State Department believes the bill should only apply to underdevel- 
oped countries. . 

(2) The Commerce Department believes it should not apply to countries 
where there is already some U.S. private investment because these countries are 
already to some extent industrially developed. 

(3) The Treasury Department believes the bill should not provide for a tax 
incentive such as the overall 38 percent limitation already available under 
present law to U.S. Western Hemisphere corporations. 

After expressing these thoughts, the administration representatives agree in 
a unanimous opinion of “Let John do it” by suggesting that Uncle Sam should 
encourage underdeveloped countries to give tax inducements to private U.S. 
investments. As far as the tax inducements on the part of Uncle Sam to his 
own citizens are concerned, he is seemingly more worried about the unbalanced 
budget, of his own doing, than he is about the overall good that can be accom- 
plished by approving tax incentives that will result in tripling the present out- 
flow of private oversea capital from $214 billion to $7 billion annually. 

At the present time, there are some 200 American companies waiting for this 
14 percent tax reduction from the 52 percent regular corporate rate before they 
will invest abroad. If this bill were to pass, annual tax receipts would be cut 
by the relatively small amount of $250 million a year. Yet the Secretary of the 
Treasury opposes this legislation on the grounds that the budget must be bal- 
anced and this is no time for tax cuts. 

It is time for the administration to stop talking about the need to encourage 
the outflow of private investment abroad and to do something about it. 

Very sincerely yours, 


James .E. Hurick, President. 
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{From the Wall Street Journal, July 8, 1959}, 


Hovse Unit ASKED To Approve BILL ON Tax INCENTIVES—ADMINISTRATION 
anp Business Arps Back MEAsuRE To Spur INVESTMENT ABROAD—DEFERRED 
TAXPAYMENT URGED 


Wasuineton.—The Eisenhower administration, backed by business spokesmen, 
urged the House Ways and Means Commitee to approve investment-stimulating 
tax incentives for many. U.S. concerns operating overseas, particularly in under- 
developed countries, as a cold war weapon designed to combat Soviet economic 


aid. 

At least that was the argument cited by administration spokesmen from the 
State, Commerce, and Treasury Departments in broadly backing most main points 
of a tax incentive bill proposed by Representative Boggs, Democrat, of Louisiana. 

The departmental aids argued for their previously disclosed recommendations 
that Congress permit U.S. firms to set up subsidiary “foreign business corpora- 
tions” which could invest abroad but defer U.S. taxpayments until the companies 
returned their earnings to the United States as dividends to the parent company. 

Incentives should apply only to underdeveloped countries, the officials con- 
tended. Under Secretary of State Dillon defined these nations as those of Latin 
America, all of Africa except the Union of South Africa, free Asia except for 
Japan, Australia, and New Zealand, and possibly such European countries as 
Greece, Spain, Portugal, and Iceland. 


PLENTY OF INVESTMENT THERE 


Mr. Dillon, Assistant Commerce Secretary Henry Kearns, and David A. Lind- 
say, assistant to the Treasury Secretary, told the committee they opposed ex- 
tension of tax incentives to the industrially developed countries of Western 
Europe, Canada, Japan, and others because plenty of U.S. investment already 
goes there. 

The administration opposed a Boggs proposal that all U.S. concerns operating 
abroad be given a reduction of 14 percentage point in the present 52 percent cor- 
porate income tex. They contended enactment of this provision, which curently 
applies only to U.S. companies doing business in Latin America, would encourage 
U.S. concerns to send home their earnings rather than plowing them back in other 
operations in underdeveloped lands. 

Despite the formal unanimity on their recommendations, the administration 
witnesses displayed what is known to be a considerable difference in enthusiasm 
for the proposal. The State and Commerce Department officials, who worked 
up the tax incentive schemes within the administration in the first place, were 
much more enthusiastic than Mr. Lindsay of the Treasury. He told the commit- 
tee that the Treasury favored the tax deferral scheme in principle, but that 
revenue-cutting prospects during a time of tight budget conditions caused the 
Department to ask that the deferral scheme be restricted. 

Mr. Lindsay estimated that the proposal to defer taxpayments on earnings by 
foreign business corporations operating in all countries abroad would cost the 
U.S. Government some $300 million to $500 million annually in reduced revenues. 
By confining it to firms, operating only in underdeveloped nations and restricting 
it to businesses earning less than 50 percent of their income from exports, the 
revenue loss would be less than $100 million, he said. 


BELIEVE BILL MAY PASS 


The Ways and Means Committee is expected to endorse a bill along the lines 
of the administration proposal this session. Some Congressmen and other offi- 
tials believe the measure may pass the House this year, leaving action in the 
Senate for early 1960. 

It was clear from the opening testimony, however, that the measure will meet 
opposition. Representative Simpson (Republican, of Pennsylvania), ranking 
GOP member of the committee, for instance, told the administration witnesses 
he feared the tax scheme would enable U.S. companies to set up plants abroad 
and use foreign workers to make goods they could sell in the United States at 
lower prices than items produced by U.S. labor. 

Mr. Kearns argued the proposal probably would boost U.S. exports by in- 
creasing markets for American goods. 

Other critics on the committee contended the administration proposal didn’t 
go far enough. These Congressmen argued during their questioning of the ad- 
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ministration officials that the Government should back the reduction of 14 
points in the corporate tax rate and should back extension of the deferment 
plan to all companies operating abroad. 


SPECIAL LOW TAX RATES 


The administration agreed with Mr. Boggs and Committee Chairman Mills 
(Democrat, of Arkansas) that Uncle Sam should encourage underdeveloped 
countries to give tax inducements to U.S. investors. Such provisions, which 
the administration wants to work out by international agreements, would give 
special low tax rates or even tax exemption to new American investment in the 
foreign countries and enable the American concerns to apply this exemption 
against their U.S. tax bill, as well. 

Besides the Government witnesses, the committee heard from a large group of 
businessmen. Robert J. Kelliher, chairman of the National Foreign Trade 
Council’s tax committee, backed the 14-point corporate tax reduction and tax 
deferment on foreign income. John J. Powers, Jr., of Pfizer International, Inc, 
ealled the 14-point reduction the crux of tax incentive proposals. Other 
backing for the general principles of the Boggs measure came from spokesmen 
for Aluminum Co. of America, the Machinery and Allied Products Institute, 
Foremost Dairies, Inc., American Metal Climax, Inc., American Chambers of 
Commerce for Brazil, Coca-Cola Export Corp., and other organizations. 


Rep Starz Yeast & Propucts Co., 
Milwaukee, July 9, 1959. 

Re H.R. 5, the Foreign Investment Incentive Tax Act of 1959. 

Mr. Leo H. Irwin, 

Chief Counsel, 

Committee on Ways and Means, 

New House Office Building, Washington, D.C. 


Dear Sre: It is, unfortunately, not possible for me to attend or testify at the 
public hearings scheduled during this week on the above legislative proposal. I 
should like to submit the following statement for the record, if I may. 
We urge the committee to give favorable consideration to H.R. 5 as it is writ- 
ten without change. 
We are increasingly aware of the conditions which are changing the tradi- 
tional methods of international business and which are vitally affecting the po- 
sition of the United States in world commerce and in world influence. 
Among these conditions which exist in nations friendly to the United States 
are the following: 

1. The rise of strong nationalist sentiments and the attendant desire to 

purchase goods produced at home. 

2. Shortage of dollar exchange. 

3. Inereasing cost of goods produced in the United States for export. 
In order to maintain our markets in many countries, it is now necessary to 
manufacture our products in these countries. The first manufacturers who es 
tablish plants in many countries receive preferential tariff protection which ef- 
fectively closes these markets to U.S. imported goods. It is, therefore, neces- 
sary in an increasing number of markets to establish production facilities in or- 
der to maintain the market position for a given product. By and large our US. 
industries have accepted these new conditions and are prepared to make invest- 
ments in other countries. 
These investments are all based on a sound economic planning. They repre 
sent investments which strengthen the economies of the countries involved. These 
investments reduce the necessity for direct U.S. aid. 
Most companies and in particular the smaller companies, such as ours, must 
finance their investments from earnings outside of the United States. These 
earnings of necessity include export sales. 
Deferment of income taxes on the profits from our foreign business will en- 
able us to accumulate the capital necessary for investment. 
If H.R. 5 or similar legislation is not passed, American businessmen find them- 
selves in an extremely poor competitive position against British business enter- 
prises, who can take advantage of similar legislation passed by the British Gov- 
ernment. The only recourse open to American businessmen is to establish for- 
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eign corporations in countries who laws are favorable, such as Panama, Vene- 
guela, Switzerland, the Bahamas, etc. We believe, and recent history indicates, 
that more and more U.S. businesses will be forced or will choose to set up cor- 

rations in these countries to achieve the same deferment of taxes which could 
be accomplished by the passage of legislation such as H.R. 5. 

The establishment of these foreign-based corporations is not necessarily good 
for the following reasons : 

1. They increase administrative cost of doing business because of dupli- 
cation of office facilities, the necessity of maintaining separate offices over- 
seas, staffing of overseas offices, additional communications cost, etc. : 

2. These corporations do not have the full protection of the U.S. laws, 
which is guaranteed to U.S. corporations ; and 

3. It is very difficult for the U.S. Government to gain information about 
the operation of these corporations. 

We base our appeal for the favorable consideration of H.R. 5 on the above 
points. There are other considerations, of course, in the bill which will be bene- 
ficial to U.S. industry. 

it seems to me that the foreign economic policy of the United States can best 
be served by expanding the investment of private U.S. capital abroad. This 
point has been well made in both the Straus and Boeschenstein reports. It is 
obvious that the Communist influence is increasing in many parts of the world 
and that the Soviet cold war is not only military but economic as well. Passage 
of H.R. 5 or similar legislation will be a potent weapon working for the United 
States against the economic challenge of the Soviet world economic policy. 

Sincerely yours, 

STANLEY APPLEGATE, 
Director of Foreign Operations. 


Woopwarp & Dickerson, INC., 
Washington, D.C., July 9, 1959. 

Hon. D. MIL1s, 

Chairman, Committee on Ways and Means, 

House of Representatives, Washington, D.C. 

Dear Sie: It was originally our intention to request permission to appear 
before you and your committee to testify verbally in favor of H.R. 5. How- 
ever, upon talking with your staff and learning of the great number of witnesses 
whom you were going to try to hear in 3 days, it seemed better for us to submit 
a short letter expressing our strong support for the bill. 

Generally speaking, we Americans do not make good overseas traders. We as 
a nation are primarily exporters of our own manufactured products. In this 
field many of our manufacturers have done an excellent but very limited job. 

Merchant trading as such is practically unknown in this country. The number 
of firms which really do it can almost be counted on the fingers of one hand. 
We feel that Woodward & Dickerson, Inc., is one of these very few merchant 
trading firms. We are attaching a copy of a recent business circular letter with 
a partial list of the commodities in which we deal as a typical merchant trader. 

We feel that the merchant trader should be encouraged because it is through 
the merchant trader that the American export market can best be expanded. 
We go places quicker than the farmer or manufacturer because it is our job to 
find new markets. Our branch offices abroad see opportunities for American- 
made goods, usually in small quantities at the beginning but always with the 
possibility of increased amounts. This way we open the door for American 
farmers and manufacturers. 

Maintaining our own people overseas is extremely expensive. Much of our 
business must be conducted by cable, which also is costly. We are penalized 
with a 52-percent tax bill as compared to our European competitors, such as 
those in Germany and Holland, who pay much, much less. 

In addition, almost all of our competitive countries have tremendous security 
Safeguards surrounding them, including financing by their respective govern- 
ments, insurance for extension of credit, and many other favorable benefits. We 
do not have such aids but stand on our own feet. Therefore our risk is great 
in order to compete with Germans, Dutch, and other nations which foster mer- 
chant trading. We are not reimbursed accordingly, and we are taxed much 
more heavily than they are. And while we recognize that there are other domes- 
tie factors which are helping to price American goods out of overseas markets, 
we feel that taxes are a major item. 
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We heartily endorse this bill as a great forward step in the effort to promote 
the sale of American farm and factory products in overseas lands. 
Thank you for making this letter a part of the H.R. 5 record. 
Sincerely yours, 
Dirs, Washington Branch. 


AMCHEM PRropvucts, INo., 
Ambler, Pa., July 10, 1959. 
Hon. MILs, 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D.C. 


Dear Mr. Mitts: Belatedly I am writing to urge the endorsement of H.R. 5. 
My reason for being so late in writing you on the subject is that I have only a 
short time ago returned from an extended trip overseas. As a result of this 
and previous trips to various parts of the world, I am convinced that American 
investment overseas must be encouraged. I believe that H.R. 5 is a reasonable 
and practical method of encouraging American investment and I do not agree 
with some of the critics that this will be an unreasonable burden on the American 
taxpayer. It is very easy to generalize but I do think there is an equally good 
ease that it may, in fact, in the longrun save the taxpayers’ money by replacing 
Government aid with private enterprise. If it does—and I believe the chances 
are excellent that it will—not only will this save the taxpayers’ money but it 
will be-a better and more lasting means of spreading America’s message to the 
free world. 

Our company has been operating Overseas for nearly 30 years. We have a 
great deal of experience in working with people of other countries. We will 
expand our activities overseas if H.R. 5 becomes law because with our back- 
ground and knowledge and this added incentive, we will be able to immediately 
increase our activities. 

I would appreciate it if you would insert this letter in the record as evidence. 
of our wholehearted endorsement of H.R. 5, 

J. O. J. SHELLENBERGER. 


CoMMERCE AND INDUSTRY ASSOCIATION OF NEW York, 
New York, N.Y., July 10, 1959. 
Subject: H.R. 5 (Boggs) Foreign Investment Tax Act of 1959. 
Hon. D. MILs, 
Chairman, Committee on Ways and Means, 
House Office Building, Washington, D.C. 

DEAR CONGRESSMAN MILLS: Oversea business is increasingly important to the 
economy of our country and the dominant position of the United States in world 
affairs makes it essential that oversea trade be maintained and expanded. 

The Treasury Department has pointed out the need to enlist the vast resources 
and talents of American enterprise in helping to improve the economics of the 
less developed countries. Elimination of some of the present handicaps on over- 
sea investment, as proposed in H.R. 5, would greatly stimulate the interest of 
American firms which, unless compelled to do so by competitive conditions 
prefer to limit their production facilities to the United States. 

The Commerce and Industry Association of New York, with a membership 
that includes 2,000 firms directly engaged in international trade—most of them 
small concerns with less than 100 employees—reiterates to you and your com- 
mittee its support of H.R. 5 and again strongly urges early enactment of 
the measure. 

Sincerely, 
JosEpH A. SINCLATR, 
Director, World Trade Department. 


JACKSON & MORELAND, INC., 
Boston, Mass., July 10, 1959. 
Hon. D. MIZLs, 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D.C. 
Dear Mr. CHAIRMAN: I very much appreciate this opportunity to place on the 
record in behalf of the firm of Jackson & Moreland, Inc., and its wholly owned 
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subsidiary, Jackson & Moreland International, Inc., an expression of opinion 
concerning H.R. 5. I am confident, that when enacted, this timely legislation 
will prove to be a real stimulus to American investment abroad. i] as } 

Jackson & Moreland, Inc., is a consulting engineering organization employing 
about 550 persons and carrying an annual payroll in excess of $4 million. We 
serve the electric power industry, public and private, and we do a substantial 
amount of work in other fields, including engineering for public works and for 
heavy industrial and research facilities of all sorts. One of our important clients 
is the Puerto Rico Water Resources Authority, for whom we have engineered, 
designed, and supervised the construction of more than half a million kilowatts 
of electric generating capacity over the past decade. 

Our experience in Puerto Rico, where we have seen the economic growth 
made possible in an underdeveloped area by a well-planned and executed power 
program, has convinced us that similar development, perhaps on a reduced scale, 
is possible in other areas where like conditions obtain. With this in mind, we 
recently formed a subsidiary, Jackson & Moreland International, Inc., to develop 
and expand our foreign business, primarily in Latin America. Formation of a 
subsidiary corporation for this purpose was decided on to limit the risks we 
anticipated in operations outside the United States, and to segregate our Western 
Hemisphere business. 

Engineering work in foreign countries, we now find, requires a larger amount 
of working capital than does similar domestic activity because of the added costs 
of working abroad, and because in many areas—particularly those most in need 
of economic development—reimbursement is slow. We could, I am certain, 
expand our foreign activities substantially if we were able to offer extended 
credit terms. 

The accumulation of working capital out of earnings is made difficult by our 
tax laws, which not only take a major share of net income before taxes, but also 
discourage retention of the remainder. Western Hemisphere tax treatment 
helps, of course, but it limits operations to specific areas. Borrowing adds 
interest costs, and these further reduce profit margins already thinned by com- 
petition, leaving little incentive to assume the risks and the headaches associated 
with foreign operations. 

We now are convinced that working capital must be accumulated through 
earnings. We feel also that we must extend our foreign operations beyond the 
Western Hemisphere if we are to maintain a well-balanced workload for our 
organization. Consequently, we have initiated the formation of a Canadian 
subsidiary in order to take advantage of Canada’s more liberal tax treatment of 
earnings from non-Canadian sources. If, as now appears possible, Canadian 
tax laws are revised to eliminate the 4K provisions under which we would 
operate, we will consider incorporation in some other area offering similar 
advantages, of which there are several. 

We are, nevertheless, Americans and we would much prefer to operate with 
our existing subsidiary under the American flag, if this could be done without 
sacrificing essential business advantages. If H.R. 5 is passed substantially in 
its present form, we will most probably abandon our Canadian subsidiary (or 
use it only for Canadian business) and operate Jackson & Moreland Inter- 
national, Inc., as a foreign business corporation, as defined in the proposed act. 

H.R. 5’s most important features, to us, are the deferral of taxes on reinvested 
foreign income, the extension of Western Hemisphere tax treatment to worldwide 
foreign income, and the exemption from taxation of dividends received by a 
corporation out of reinvested foreign income of a subsidiary. I sincerely hope 
your committee will approve and the Congress enact this bill. 

Very truly yours, 


F. M. 


Scorr Parer Co., 
Chester, Pa., July 10, 1959. 
Hon. WILBUR D. MILLs, 

Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D.C. 


Dear Sir: It has come to our attention that the Ways and Means Committee 
of the House of Representatives is currently holding hearings on H.R. 5, the 
so-called Boggs bill, relating to the taxation of income from the conduct of a 
trade or business outside the United States. Scott Paper Co. is wholeheartedly 
in favor of the objectives of this bill to encourage private investment abroad, 
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thereby promoting American industry and reducing Government expenditures for 
foreign economic assistance. We are also in favor of the means whereby the 
bill seeks to obtain these objectives. 

It seems clear that the world can look forward to an extended period of 
competition between the economies of the capitalistic Western countries ang 
of the countries under Communist domination. There would seem to be no 
better way to demonstrate the advantages of our economic system than to haye 
American investors actively engaged in production and selling operations through- 
out the world. The inevitable consequence of such activity will be to strengthen 
the economies of the nations in which the operations are conducted and thus 
help to minimize any attraction that Communist doctrine may have for the 
local people. To the extent that such privately sponsored activities succeed, 
there is less need for vast Federal appropriations to achieve the same ends. 

Unfortunately, our present tax structure lends little encouragement to manv- 
facturing and trading firms to incur the additional expense, inconvenience and 
risks inherent in foreign investments. The Boggs bill, we feel, goes a long 
way in removing some of the serious barriers to increased private investment 
abroad. 

The provisions for deferment of U.S. taxes on income earned abroad will en- 
courage the reinvestment abroad of such foreign earnings, and to this extent 
would seem to provide an answer to those critics in foreign countries who look 
upon local American investments as a form of colonialism. Moreover, any addi- 
tional foreign investments made with income earned abroad may make it possible 
to decrease the amount of required Government foreign aid funds. 

The effectiveness of the Boggs bill in achieving its stated aims is greatly 
increased by its provisions reducing the U.S. taxes due on such foreign income. 
Such a reduction will make particularly more attractive investments in the 
less developed foreign countries where tax rates do not exceed those that will 
apply under the bill to international trade corporations. Since it is generally 
the less developed countries that offer tax concessions to encourage foreign 
investors, the provision allowing credit against U.S. taxes for such tax concessions 
will be a strong incentive to American investment in such countries. 

The Boggs bill’s proposed alternative limit on foreign tax credits seems to be 
most equitable while its proposed treatment of gain on involuntary conversion 
of the property of foreign subsidiaries should be a powerful aid in overcoming 
any fears the U.S. investor might have concerning the risks inherent in foreign 
investment. 

However, in order that any portion of the program advanced by the Boggs bill 
shall be fully workable, it is essential that the bill’s proposed amendments to 
section 937 and section 1492 of the present Internal Revenue Code be enacted. 
Otherwise, the program will have only prospective action and will benefit late 
comers in the foreign investment field while discriminating against the pioneers 
in such endeavors. Certainly this result is not intended. 

We look forward with interest to the report of your committee’s deliberations 
on this bill and hope that it will be favorable. I am taking the liberty of 
forwarding a copy of this letter to the members of your committee who represent 
States in which this company has plants. 

Sincerely yours, 
Scorr Paper Co., 
A. J. Scuroper 2d. 


AMERICAN FOREIGN INSURANCE ASSOCIATION, 
New York, N.Y., July 13, 1959. 
Re H.R. 5, Foreign Investment Incentive Act, 1959, by the Honorable Hale Boggs 
of Louisiana. 
Leo H. Irwin, Esq., 
Chief Counscl, Committee on Ways and Means, 
New House Office Building, 
Washington, D.C. 


Dear Sir: In accordance with announcement of public hearings on the above 
measure by the Honorable Wilber D. Mills, chairman, Committee on Ways and 
Means, House of Representatives, the American Foreign Insurance Association, 
on behalf of its member companies, herewith submits this written statement. 

The American Foreign Insurance Association was formed in 1918 and is com- 
posed of a number of insurance companies, each one of which is incorporated in 
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a State of the United States. In the case of each member company the officers, 
members of the board of directors and the stockholders are predominately of 
U.S. nationality. 

The purpose for which the American Foreign Insurance Association was 
formed is to develop, conduct, and manage the foreign insurance, surety, and 
reinsurance business of its member companies. Over the past 40 years it has 
carried out this objective and has established branches and agencies in the names 
of its member companies in various countries of Europe, Asia, Africa, South 
America, Australia, and New Zealand, as well as various important island 
nations. Insurance business thus transacted abroad on behalf of U.S. insurance 
companies is in all branches of property, accident, and liability insurance, 
excluding, however, life insurance. 

In this fashion the American Foreign Insurance Association over the past 40 
years played and continues to play an important part in providing vital insurance 
protection for U.S. trade and private investment abroad. It thus has a deep 
interets in the objectives of H.R. 5. 

The American Foreign Insurance Association now wishes to state the follow- 
~ It generally approves the objectives of H.R. 5 and the provisions of the bill 
in pursuance thereof. 

2 It recommends that section 2, Foreign Business Corporations, of H.R. 5 be 
supplemented to include within the definition of “foreign business corporations” 
the foreign branches of domestic insurance corporations. As the definition now 
reads the term “foreign business corporation” means a domestic corporation 
which, for the taxable year, derives 90 percent or more of its gross income, if any, 
from sources without the United States; derives 90 percent or more of its gross 
income, if any, from the active conduct of a trade or business. Unless the defini- 
tion of “foreign business corporations” is broadened as above suggested, U.S. 
insurance companies operating abroad through branches created abroad will be 
excluded from the benefits intended for the foreign business corporation. 

Insurance, whether issued in the United States or in foreign countries, must 
have the full strength of the worldwide organization of the insurance company 
behind each and every policy issued, otherwise, the value of the protection 
offered may be questionable. For this reason, the formation of separate domes- 
tic insurance companies with limited resources is inadvisable for the reasons 
stated and also because in the international markets where insurance com- 
panies of other countries have behind their policies the full strength of their 
worldwide assets, the competitive position of U.S. insurance companies with 
limited resources would be unsatisfactory. 

Consequently, to overcome this difficulty and to achieve for U.S. insurance 
companies the benefits intended for foreign business corporations, it is sug- 
gested that the definition of “foreign business corporations” be broadened to 
include the foreign branches of U.S. insurance companies and to treat such for- 
eign branches as though they were, in fact, domestic corporations, per se, subject 
only to the tests of 90 percent or more of gross income from sources without the 
United States and deriving 90 percent or more of gross income, if any, from 
the active conduct of a trade or business. 

3. Similarly, the American Foreign Insurance Association recommends that 
under section 4 of the Boggs bill the definition of an international trade corpo- 
ration be broadened to include foreign branches of U.S. insurance companies 
and to treat such branches as though they were, in fact, separate domestic cor- 
Porations subject simply to the 90 percent gross income test as to sources of 
income without the United States derived from the active conduct of trade or 
business. The remarks made under item 2 have equal application to the 
recommendation now being made. 

4. The recommendations made above on behalf of U.S. insurance companies 
may apply to other services, such as banking, where the branch method may be 
hecessary in order to have the full strength of the worldwide assets of the 
organization, both as a matter of policy and for reasons of competition. 

As an alternative to items 2 and 3 above, the American Foreign Insurance 
Association, on behalf of its member companies, will find satisfactory a general 
Provision to broaden the definitions of “foreign business corporations” and “in- 
ternational trade corporations” as now contained in H.R. 5 to include and treat 
as domestic corporations by themselves the foreign branches of service corpo- 
rations (insurance, banking, shipping, etc.) as may be reasonably practicable. 

Respectfully submitted. 

James O. NicHots, President. 
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THE Co., 
New York, N.Y., July 18, 1959, 
Hon. Wiisur D. MILLs, 
Chairman, Committee on Ways and Means, 
House of Representatives, 
Washington, D.C. 


Dear Mr. CHAIRMAN: Because of our belief that every corporation presently 
engaged in foreign commerce or contemplating entering foreign commerce should 
state its position regarding H.R. 5, the Foreign Investment Incentive Act of 
1959, we wish to submit the following reasons why we favor passage of the 
subject bill. 

At the present time the Borden Co. is engaged in foreign commerce in both 
the food and chemical fields in many parts of the world. Our operations are 
conducted through foreign subsidiaries, and one of the factors that induced us 
to use this method of operation was the burdensome features of the present 
U.S. tax laws as they apply to foreign operations of U.S. corporations. It is 
the desire of our company to further expand our investment in foreign markets 
throughout the world; however, such an expansion has been seriously hampered 
by the necessity of operating through foreign subsidiaries. Under the present 
U.S. tax laws, business has not been able to make full use of the earnings from 
one subsidiary for reinvestment in other foreign subsidiaries because of the 
arbitrary Treasury Department position that such a transfer of earnings would 
constitute taxable dividends to the parent corporation. The proposed revision 
of section 367 as contained in H.R. 5 will remove this obstacle to reinvesting 
in foreign trade the earnings of foreign subsidiaries. 

On the other hand, to attempt to operate in foreign markets through the use 
of a U.S. corporation places the U.S. parent corporation at a distinct competi- 
tive disadvantage compared with companies of other countries, such as the 
United Kingdom or Canada, who do not tax earnings in foreign commerce until 
they are distributed or removed from foreign trade. In all probability, our 
eurrent foreign activities would have been much more widespread had we 
entered the foreign field under the terms of H.R. 5. With the passage of the 
Foreign Investment Incentive Act of 1959, we look forward to an expansion of 
foreign investment throughout the world. 

In our opinion, there are two major reasons why the proposed bill should 
be enacted. First, passage of the bill will remove the competitive disadvantage 
to U.S. corporations presently engaged in foreign markets. There are innumer- 
able instances in the legislative history of our country where Congress has acted 
to insure fair competition domestically or to protect U.S. industry from foreign 
competition. Familiar examples are the Sherman Act, the Robinson-Patman 
Act, and import restrictions. Should not H.R. 5 be favorably considered as a 
means of promoting fair competition for U.S. industry in foreign markets? 
Passage of this bill, without a doubt, will improve the world trade climate for 
U.S. industry and promote domestic economic stability for those companies by 
broadening their earnings base. A strengthening of U.S. industry inures to the 
benefit of all of our citizens. 

The second reason why we believe this bill should be passed is that a major 
tenet of U.S. foreign policy is to promote U.S. trade abroad. The tax deferral, 
rate reduction, and other provisions of the Foreign Investment Incentive Act 
of 1959 will certainly serve to effectuate this policy. Through an expansion of 
U.S. industry in world markets, American technological know-how will be 
imparted to our friends throughout the free world, thus strengthening the cause 
of liberty. Moreover, as our allies become more economically developed, the 
need for U.S. foreign aid will be minimized, with the possibility of a balanced 
budget and tax reductions in this country. 

The point cannot be too strongly stressed that the individual contacts between 
American employees and our foreign friends can create infinitely more good will 
and understanding than can the impersonal contacts between governments. 
This point is highly intangible and difficult of measurement, but certainly worthy 
of serious consideration as a factor in deciding favorably upon H.R. 5. 

It is our firm belief that the argument advanced by the Treasury Department 
that this bill will result in an excessive loss of revenue is not wholly founded. 
Any present decrease in revenue will be plowed back into foreign investment 
and will eventually result in greater taxation when earnings are distributed. 
Any current reduction in-receipts should be considered as an investment in 
future revenue. Moreover, the possibility of eventually reducing foreign aid 
will reduce the need for revenue to a degree. This bill must be viewed from 
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the long-range viewpoint, and it must be kept in mind that the bill is designed 
solely for the purpose of stimulating U.S. foreign investment rather than to 
create any special treatment for a class of taxpayers. 

For the above reasons, we respectfully submit that prompt passage of the 
Foreign Investment Incentive Act of 1959, H.R. 5, would be in the best interest 
of the United States. 

Thank you. 


Very truly yours, 
EpwIin S. Patience, General Controller. 


THE First NATIONAL BANK OF BOsTON, 
Boston, Mass., July 18, 1959. 
Hon. D. 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D.C. 

DEAR CONGRESSMAN Mitts: As one of the American commercial banks serving 
customers in this country and abroad, we have followed with considerable interest 
the progress of H.R. 5, introduced by Congressman Boggs, of Louisiana. We 
wish to take this opportunity to express our wholehearted support of the bill 
and of the philosophy underlying it of encouraging the expansion of private 
investment in other countries and thereby promoting the continued growth of 
American industry. These objectives bave for many years formed a fundamental 
part of the policy of this bank and led us to the establishment in 1918 of our 
first overseas branch in the Argentine. The continued growth of our overseas 
business resulted in the establishment of branches in Cuba and Brazil, so that 
today we have 15 overseas branches, employing approximately 1,500 foreign 
nationals. From many years of experience in operating in the field of inter- 
national banking, not only in the countries where our branches are located, but 
also in much of the rest of the world, we have learned to know the many impedi- 
ments that stand in the way of the development of American investment abroad. 
Some of the impediments are high local taxes, unstable political conditions, lack 
of skilled labor and dependable sources of power and supplies, the risks of in- 
cipient nationalism, untested markets, inflation, and currency devaluation. The 
Boggs bill does not eliminate all risks, but no statute could be expected to do so, 
We feel strongly, however, that its passage would provide a strong incentive 
to American business to make further investments overseas, thus helping to 
expand industry at home and to foster better relations abroad. 

In view of the important services which foreign branches of American banks 
are performing and will continue to perform in assisting American business to 
carry out the basic policies of H.R. 5, we submit that the bill should be extended 
to permit foreign branches of banks to elect to be taxed under the provisions of 
sections 2 and 4 of the bill. 

There are practical considerations which would rule out the incorporation of 
a branch of a bank as a subsidiary so that it might fall within the definitions of 
“foreign business corporation” and “international trade corporation.” National 
banking associations are severely restricted as to their ownership of stock in other 
corporations. We believe this is also true in the case of State-chartered banks. 
A national banking association such as ourselves could not directly own the stock 
of a branch incorporated as a foreign business corporation or international trade 
corporation, and would be forced to hold such stock through the medium of an 
Edge Act corporation organized under section 25(a) of the Federal Reserve Act 
or a State-chartered corporation carrying on similar functions subject to the 
provisions of regulation K. Competitively, a direct branch would be in a posi- 
tion greatly superior to that of a separately incorporated branch, since the direct 
branch would have all the capital of the bank behind it, whereas the incorpo- 
rated branch would not. In addition to these practical problems, there is the 
legal difficulty of changing a foreign branch of a bank into a separate corpora- 
tion, in view of the jealous attitude of the local authorities in some countries. 
Such a change is also further complicated by the possible adverse tax conse- 
quences under our own laws if it involves a transfer to the bank’s “grandchild” 
of assets which have appreciated in value, since we are not confident that sec- 
tion 3 of H.R. 5 would insure that such a transfer would be tax free. We believe 
that a sound statutory basis and ample safeguards exist for the treatment of a 
foreign branch of a bank as either a foreign business corporation or an inter- 
national trade corporation for the purposes of sections 2 and 4 of H.R. 5, because 
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section 25 of the Federal Reserve Act requires that foreign branches of member 
banks maintain separate accounting records as if they were separately incorpo- 
rated, and these records are subject to examination by the Board of Governorg 
of the Federal Reserve System and also by the Comptroller of the Currency in 
the case of national banks and by State bank examiners in the case of other bankg 
and trust companies. 

In closing we should like to add our endorsement to the proposal to the fore. 
going effect, which has been made to you on behalf of the First National City 
Bank of New York by William A. Patty, Esq. 

We should appreciate your inclusion of this letter in the record of the hear- 
ings on H.R. 5. 

Respectfully yours, 


L. D. Brace, President. 


MERCATOR CorpP., 
Reading, Pa., July 18, 1959. 


Subject: H.R. 5, Foreign Investment Incentive Act of 1959, by Hon. Hale Boggs 
of Louisiana. 

COMMITTEE ON WAYS AND MEANS, 

U.S. House of Representatives, 

New House Office Building, 

Washington, D.C. 


GENTLEMEN: We feel the passage of the above subject bill would actually 
make more jobs and help stabilize employment here in the United States. No 
American company would build a plant abroad if it could furnish that foreign 
market by exporting its products from its American plant. However, due to the 
stringent system of import licenses now put into effect by many foreign govern- 
ments, exporting from this country is getting increasingly more difficult. A 
new plant abroad would help make more jobs here mainly because as indus- 
trialization rises abroad a larger market is created for all kinds of U.S. exports. 

We believe that this bill would conserve the resources of U.S. corporations for 
expansion and modernization at home at the same time that they are expand- 
ing abroad. The Boggs bill would help more firms earn the capital abroad for 
investment abroad and thus be less dependent upon exporting U.S. dollars for 
investment. This should help to curb the present outward flow of U.S. gold 
and dollars. 

This bill should help U.S. industry meet foreign competition. In fact, if any 
foreign business at all is desired by American companies in certain foreign coun- 
tries, the only possible way of doing such is by producing and manufacturing in 
that foreign country. 

We do not believe that the bill should discriminate against U.S. exporters as 
such. Certainly those American companies which can and do export American 
manufactured products to certain foreign areas should receive the same benefit 
from this bill as an American company who builds a plant in a foreign country 
and manufactures there. We certainly would not favor nonextension of tax 
deferral to any American company that derives more than 50 percent, or any 
other percentage figure, of its income from outright exports. This would seem 
to us to be discrimination against American export business. If anything, we 
need help for our export business. American exporters as it is are at a consider- 
able disadvantage against foreign exporters who have insurance benefits and 
backing of their respective governments to prevent crippling losses and allow 
them to sell on very extended terms—something which American exporters do 
not have. 

In the long run passage of this bill should produce more revenue for the U.S. 
Treasury because the U.S. Treasury would benefit the same way as any share 
holder of such a U.S. corporation at the time any dividends would be paid or 
income brought back to this country. 

Very truly yours, 
P. C. Kier, President. 
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Sweeney LirHocrapH Co., INC., 
Belleville, N.J., July 138, 1959. 
Hon. HALE Boces, 
Member of Congress, 
House of Representatives, 
Washington, D.C. 

Honorep Sir: Your valiant efforts in sponsoring the Foreign Investment In- 
centive Act of 1959 known as H.R. 5 is worthy of hearty support to encourage 
the national advantage in expanding American business activities abroad. 

Modern private enterprise which alone can counteract the insidious Soviet 
style of economic development deserves the overwhelming support of American 
business interests to strengthen the ties of friendship and mutual interest uniting 
the free world. 

It is our profound hope that this bill will receive the enthusiastic support it 
sorichly deserves. 

Very truly yours, 
Joun A, WiLKENs, Vice President. 


Benpvrx AVIATION CorpP., 
New York, N.Y., July 14, 1959. 
COMMITTEE ON WAYS AND MEANS, 
House of Representatives, Washington, D.C. 
(Attention of Mr. Leo H. Irwin, Clerk). 


Dear Sir: This statement is submitted in connection with the hearings being 
conducted by your committee on H.R. 5, introduced by Congressman Boggs. 

Bendix Aviation Corp. is a leading manufacturer of a variety of products, in- 
cluding aviation and automotive parts and equipment, missiles and missile com- 
ponents, electronic products and digital computers. Bendix has operated in the 
foreign field for many years, selling to foreign cuscomers, licensing patents and 
know-how abroad, and making substantial investments overseas through foreign 
subsidiaries and affiliates. We feel we are in a position, therefore, to press 
upon you the importance of the legislation you have before you. 

Continued—and accelerated—growth in foreign trade and the investment of 
American capital and know-how abroad is essential to the economic health of 
the free world and the prosperity of its people. It can pave the way for greater 
understanding of our way of life by diverse nations in all parts of the world. 
The importance of this task is underlined by the massive attempt by Soviet 
Russia to use economic tools for political ends. We are in a competition which 
we dare not lose. 

For the export of great quantities of American capital and technology, we 
must look to industry, which possesses the lion’s share of both. Every incentive 
should be given to industry thus to serve the public interest and promote our 
foreign policy as only industry is capable of doing. For these reasons, the bill 
before you is of crucial interest to the Nation as a whole and deserves the support 
of all. 

Freeing American business from artificial organization and operation decreed 
solely by U.S. tax considerations and granting incentives to overcome the greater 
risks involved in overseas operations will be a long stride forward. It will 
permit U.S. business to meet ever stronger competition from other industrial 
nations on a more nearly equal basis. The resulting loss of revenue will be 
small, and even smaller in comparison to the important stimulus which our foreign 
economic policy would receive. 

Specifically, we wish to endorse the provisions of the Boggs bill permitting the 
establishment of U.S. “base” companies, enacting a 14-percentage point reduction 
on income earned abroad, liberalizing use of the foreign tax credit and per- 
mitting tax-free transfers of property to foreign corporations. All of these will 
go far toward enabling the United States to meet its obligations as economic 
leader of the free world. 

This committee can do a great service by reporting favorably on this bill 
and procuring its enactment. 

Very truly yours, 
C. TILLINGHAST, Jr., 
Vice President. 
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Tuna-So. Evectric, INc., 
Newark, N.J., July 14, 1959. 
Subject: H.R. 5, Foreign Investment Incentive Tax Act of 1959. 


COMMITTEE ON WAYS AND MEANS, 
U.S. House of Representatives, New House Office Building, 
Washington, D.C. 


GENTLEMEN: This written statement is submitted in lieu of a personal appear- 
ance of a company representative at your committee’s public hearings on the 
subject bill introduced by Hon. Hale Boggs of Louisiana. 

One of the primary aims of the bill is to encourage private investment abroad 
and thereby promote American industry and reduce Government expenditures 
for foreign economic assistance. The provisions of this act will create greater 
interest in American corporation management to enter into and develop industry 
and services abroad. Such a bill also could result in a permanent contribution 
to the welfare of the countries of the free world, as well,as serve as a powerful 
weapon in the economic offensive in the cold war. 

Such legislation could result in favorable consideration of Tung-Sol Electric, 
Inec., of certain overseas operations proposals which are now pending. We, 
therefore, wholeheartedly support this proposed legislation. 

Very truly yours, 
C. F. Rorx, 
Manager, International Division. 


AMERICAN INSTITUTE OF CERTIFIED PuBLIC ACCOUNTANTS, 
New York, N.Y., July 15, 1959. 
Representative WILBUR D. MILs, 
Chairman, Committee on Ways and Means, 
New House Office Building, Washington, D.C. 


Dear Mr. Mirxs: We are writing to furnish your committee with our views 
on H.R. 5, a bill which would encourage private investment abroad. In general, 
we believe that the principles expressed in the bill are sound and except for 
section 4 of the bill (extension of Western Hemisphere trade corporation status to 
international trade corporation) we recommend that your committee report 
favorably on the bill. 

As certified public accountants, members of our committee regularly have 
advised clients on the accounting, financial, and tax aspects of foreign business 
operations. In our opinion, such business activity would be encouraged if a 
domestic corporation could be organized which would provide the tax advantages 
now available only through foreign corporations created solely for the purpose 
of controlling foreign trade activities. 

We believe that the tax deferral which is proposed in section 2 of the. bill 
is a sufficient advantage for foreign business operations without extending the 
additional benefit of a rate differential. Accordingly, we favor the deletion 
of section 4 from the bill. 

The remaining sections of the bill are important amendments. The elimination 
of the need for an advance ruling in the case of transfers of business property 
for foreign investment will simplify the formation of a foreign business corpora- 
tion. This is a desirable easing of a rule which otherwise could be a hindrance to 
the formation of foreign business corporations. 

The proposed amendments to the rules for computing the foreign tax credit 
(alternative overall limitation; adoption of “tax sparing”) and gain or loss 
on involuntary conversions would eliminate existing inequities in the law. 
As amended, the law would recognize more completely the realities for foreign 
trade. 

At this time, we direct again your attention to a recommendation which we 
have previously presented to your committee. Section 6046 requires informa- 
tion returns from any person who assists or advises in any manner with respect 
to the formation, organization, or reorganization of a foreign corporation. 
These requirements are unrealistic and the section should be repealed. Its 
terms are far too sweeping and cover every imaginable situation where a foreign 
corporation is mentioned by a taxpayer’s adviser. Furthermore, as pointed 
out by the Treasury Department in its report, the attorney-client privilege 
has prevented the Government from obtaining sufficient data on formation of 
foreign corporations to justify retention of this requirement. 
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It would seem that the needs of the Internal Revenue Service .would be 
petter served if the necessary information with respect to formation, organiza- 
tion, or reorganization of foreign corporations were supplied by the taxpayers 
involved. 

Sincerely, 
WALLACE M. JENSEN, 
General Chairman, Committee on Federal Taxation. 
THOMAS J. GRAVES, 
Chairman, Subcommittee on Determination of Taxable Income. 


AMERICAN Rapiator & STANDARD SANITARY CorP., 
New York, N.Y., July 15, 1959. 
Hon. D. MILs, 
Chairman, Commitee on Ways and Means, 
House of Representatives, Washington, D.C. 


My Dear Mr. Mitts: Your consideration of H.R. 5, a bill entitled “Foreign 
Investment Incentive Tax Act of 1959,” introduced by Mr. Boggs, prompts me to 
write to you in support of this measure... For many years this corporation has 
been engaged in extensive international activities, is currently carrying on manu- 
facturing in 10 foreign countries, and naturally has been concerned with legisla- 
tion designed to remove tax disadvantages imposed on American firms. 

Enactment of legislation to encourage direct investment abroad has repeatedly 
been proposed in recent years. I believe it is generally agreed that such legis- 
lation is desirable from the point of view of promoting foreign investment, de- 
veloping underdeveloped areas and maintaining the competitive position of 
American industry throughout the world. It is certainly to be hoped that posi- 
tive action will be taken in this session of Congress on this matter. 

I believe that enactment of the Boggs bill at this time without major change 
would constitute an important step forward in accomplishing its announced ob- 
jectives. I am pleased that the Treasury Department has given its support to 
several important features of the proposed law, although I am disappointed to 
gee that such support has been qualified in some respects. In particular, it is 
my view that provisions of the bill for tax deferral and rate reduction should 
remain applicable on a nondiscriminatory, worldwide basis, and should not be 
confined to operations only in what the Treasury Department refers to as less 
developed areas. I do, however, concur in the Treasury Department’s view 
that these provisions should, and consistently with the purposes of the bill may, 
be limited to corporations which do not derive the major part of their income 
from exports. 

, The significant features of H.R. 5 have long been regarded as necessary to 
create a climate in which direct foreign investment by American industry could 
flourish. It seems likely that the proposed law, by encouraging the expansion of 
such investment, will increase, rather than diminish, the ultimate revenue to the 
Treasury. For this reason, I would urge that the bill be enacted now in sub- 
stantially its present form, leaving technical modifications, including those on 
the anticipated effect on revenue, to be corrected in light of the actual ex- 
perience of the future. 

Very truly yours, 
JOSEPH A. GRAZIER. 


AMERICAN Socrety OF INSURANCE MANAGEMENT, INC., 
New York, N.Y., July 15, 1959. 
Re H.R. 5, including amendment to section 1033 of the Internal Revenue Code 
of 1954. 
Hon. WILBuR D. MIL3s, 
Chairman, House Ways and Means Committee, 
Congress of the United States, 
New House Office Building, Washington, D.C. 

Dear Mr. CHAIRMAN: The American Society of Insurance Management, Inc., a 
nationally organized, professional association presenting over 1,000 corporate 
insurance managers, in lieu of a personal appearance, wish to be recorded as in 
favor of the provisions of the above-mentioned bill now being considered by your 
committee. 
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For the information of the committee members, the society represents the buyers 
of insurance for the corporations listed on the roster attached. [Roster in the 
committee files. ] 

Yours very truly, 
Peter A. BURKE, 
Managing Director. 


Tue Coase MANHATTAN BANK, 
New York, July 15, 1959. 
Hon, D. MILLs, 
Chairman, House Committee on Ways and Means, 
House Office Building, Washington, D.C. 


DEAR CONGRESSMAN MILLS: Your committee has just concluded hearings on a 
subject in which this bank has a great interest; namely, H.R. 5, introduced by 
Mr. Boggs. 

It is my own conviction that the adoption of the proposals covered by this bill 
would go far in offering most desirable incentives to American business to ex- 
pand their activities. At the same time these provisions would enable U.S. 
corporations to compete under the same economic conditions as local foreign 
businesses similarly engaged without having to resort to incorporation under 
the laws of foreign countries or to the establishment of holding companies in 
foreign tax havens. The principles embodied in the bill should, as many able 
persons have brought out in their testimony before your committee, foster a 
better economic climate throughout the world. 

As business moves to new areas abroad it is necessary and desirable for their 
success that adequate banking and credit facilities follow along and be avail- 
able both for U.S. businesses operating abroad and also for the increasing needs 
for banking services of the developing local communities. We at the Chase 
Bank anticipate that in the years to come we must give thought to the establish- 
ment of banking facilities in many regions-where we do not now have banking 
offices. Our considerations will necessarily be affected by the tax treatment 
given by the U.S. Government to foreign branch earnings, particularly the 
capacity to accumulate such earnings for reinvestment in foreign branch opera- 
tions. 

In the case of banks there are both legal and practical impediments to the 
incorporation of foreign subsidiaries to conduct banking operations abroad. We 
thus will not be in an advantageous position to utilize the type of foreign busi- 
ness corporation contemplated by the Boggs bill. A member bank of the Federal 
Reserve System is prevented by the Federal Reserve Act from holding directly 
the stock of a foreign subsidiary bank. The result is that the earnings of a 
branch in a foreign country are subject to a U.S. tax of 52 percent while its 
local corporate competitor may be taxed at a rate as low as 13 or 20 percent. 
Although it might be possible to avoid this discrimination by incorporating the 
branch under foreign law and having the stock of the sub-subsidiary held by a 
subsidiary U.S. chartered corporation, there are not only other tax uncertainties 
which have been a deterrent to the adoption of an organizational setup of this 
character but also restrictions on lending power arising from the limited capital 
of the foreign. sub-subsidiary will limit its ability to make loans of the size 
and character which the parent bank might undertake. In addition, there is the 
matter of the lack of customer and depositor acceptance of such a sub-subsidiary 
as compared to the operation of a branch of the parent bank. 

These reasons prompt me to write to you and to urge that in connection 
with your committee’s study of H.R. 5 consideration be given to the inclusion 
of a provision which would permit member banks to elect with respect to the 
earnings of their branches in foreign countries the same privileges of tax de- 
ferral on foreign earnings and 14 percent tax reduction as if such branch were 
operated as a foreign business corporation as contemplated in the Boggs Dill. 
With this incentive and with the ability to compete with foreign banking enter- 
prises on a relatively more equal basis, I am convinced that the banks of this 
country will be in a far better position to go forward with the furnishing of the 
banking and credit facilities which will be required if the aims of the bill to ex- 
pand investment abroad by U.S. industry are to be fulfilled. 

Sincerely yours, 
Joun J. McCtoy, 
Chairman, Board of Directors. 
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FEDERAL INSURANCE Co., 
New York, N.Y., July 15, 1959. 
Re H.R. 5, Foreign Investment Incentive Act, 1959, by the Honorable Hale 
Boggs, of Louisiana. 
Leo H. Irwin, Esq., 
Chief Counsel, Committee on Ways and Means, 
New House Building, Washington, D.C. 


Dear Sir: The Federal Insurance Co., a New Jersey corporation organized in 
1901, and its wholly owned subsidiary, Vigilant Insurance Co., a New York cor- 
poration organized in 1939, have been active since they were founded in under- 
writing practically all forms of insurance, excluding life, throughout the United 
States, Canada, and certain other countries overseas. About a year and a half 
ago we formed an international division for the express purpose of offering 
insurance underwriting facilities to U.S. clients making investments abroad, 

We have seen the letter dated July 13 written you by the American Foreign 
Insurance Association, and we wish to endorse the recommendations made 
therein. We feel that these recommendations, if adopted, will prove a stimulus 
toward greater investment by U.S. concerns throughout the free world. 

Respectfully yours, 
A. C, WALL, Vice President. 


Foop MacHiNnery & CHEMICAL Corp., 
San Jose, Calif., July 15, 1959. 
Hon. HALE 
Committee on Ways and Means, 
House of Representatives, Washington, D.C, 


Dear Mr. Boaes: In the absence of Mr. Elwood, president of FMC Interna- 
tional who is presently abroad, I am glad to take this opportunity to present a 
written statement supporting H.R. 5. 

The basic idea behind the foreign business corporation is to provide a means 
of granting U.S. business a temporary tax benefit to encourage oversea business 
activity. This is not “tax favoritism” in the sense of a reduction in the tax 
rate. It is simply a postponement of the tax until such time as the foreign 
business corporation’s earnings are distributed to its parent. 

The events of the past few years have made it imperative that American 
business be given every encouragement to maintain its position in the oversea 
trade—particularly if this can be done without loss of tax revenue to the Gov- 
ernment on a long-term basis. The development of the European Common 
Market, the economic warfare which is being waged by the Communist bloc, 
and the very rapid strides which are being made by West Germany, Japan, and 
other countries have all combined to undermine the American oversea position. 
The last year has seen a drastic and dangerous decrease in U.S. exports. The 
current outflow of gold reflects a balance of payments trend which is adverse to 
the United States. 

Legislation authorizing the use of foreign business corporations would pro- 
vide an effective means of enabling American companies to hold their foreign 
markets and stimulate new investments abroad through the reinvestment of over-- 
sea earnings. H.R. 5 would enable more firms to earn the capital abroad for 
investment abroad, thereby conserving the resources of U.S. corporations for 
needed expansion and modernization at home, At the present time, money for 
investment overseas has to be from the same source as funds for domestic ex- 
pansion. Under present tax laws, money allocated for foreign investment must 
necessarily reduce the funds available for the expansion of tax producing busi- 
ness facilities in this country. 

As a stopgap measure, some American companies have tried to postpone the 
impact of the U.S. income tax by the use of foreign holding and trading com- 
panies. While useful as an expedient, this seems undesirable as a long-term 
approach. From the standpoint of*the company itself, the establishment of 
foreign holding companies is apt to be both expensive and administratively in- 
efficient. Expenditures for costs of incorporation, payrolls, insurance, and other 
expenses of doing business in this way are diverted overseas instead of bene- 
fiting the American economy and producing American tax revenue. 

The most serious defect, however, arises out of the fact that an American 
business company which feels obliged to operate as a foreign-based corporation 
is not serving the best interest of American foreign policy. Our best oppor- 
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tunity fer telling the American business story in foreign countries is by having 
our operations conducted by an efficient and up-to-date company which is clearly 
American in every respect. It is not true therefore that the overall objectives of 
this country and its business community can be accomplished as well through 
foreign subsidiaries as through approved American corporations. H.R. 5 would 
place U.S. firms in a position to compete through foreign business corporations 
with other countries such as Holland, Belgium, Canada, and the United King. 
dom whose governments have already provided similar advantages for their 
industries. 

In its comments on H.R. 5, the Treasury Department has talked about a large 
but uncertain loss of revenue. No basis is given for these estimates, but it seems 
fair to assume that the loss—or rather deferment—of tax revenue will be no 
more serious than if American companies embark on a wholesale program of 
using foreign holding companies to accumulate oversea earnings. It also seems 
likely that the encouragement given to American private investments abroad, 
which would not be made unless such incentives are available, will in the long 
run bring increased, rather than decreased, revenues to the U.S. Treasury. 
Shareholders of U.S. corporations would only benefit by foreign business corpora- 
tions as the U.S. Treasury would also benefit. 

The Secretary of the Treasury also indicated a preference for limiting the use 
of the foreign business corporation to profits derived from undeveloped countries, 
The initial profits to finance foreign oversea expansion will not come from these 
undeveloped areas but from the richer markets of commercial and industrial 
countries. The aid and development of undeveloped areas might be an ultimate 
result of authorizing foreign business corporations. At the present time, how- 
ever, the policy of encouraging American companies to trade abroad should not 
be watered down by attempting to incorporate the commendable but unrelated 
policy of developing new trading areas. 

With respect to investing and building plants in underdeveloped countries, 
H.R. 5 would encourage investments which due to the risk factor presently lack 
the priority required in the competition of different projects, domestic and for- 
eign, for investment funds. This would be free economic development, under- 
taken without taxpayers’ money, which would benefit the country involved as 
well as the shareholders of the U.S. company and the U.S. Treasury. 

Only when foreign markets cannot be retained with exports from the United 
States do U.S. corporations invest and build plants abroad. Such investments 
create jobs for Americans in several ways. First, in almost all cases, managerial 
and technical personnel from the United States are required in residence abroad. 
Secondly, American owned and operated plants abroad are almost always sup 
plied to some degree with materials and components exported from the United 
States, and such exports would normally not exist except for these new plants. 
Thirdly, as industralization rises abroad, a larger market is created for all kinds 
of U.S. exports. 

In light of these considerations, I believe that the American business com- 
munity has a sound case for legislation authorizing the use of foreign business 
corporations without the restrictions which have been proposed by the Treasury 
Department. I feel that the entire American people and American economy 
will be beneficiaries. 

Very truly yours, 
Pavut L. Davies, Chairman. 


NATIONAL ASSOCIATION OF DrrecT SELLING COMPANIES, 
Winona, Minn., July 15, 1959. 
Re Congress H.R. 5, Foreign Investment Incentive Tax Act of 1959. 


Hon. D. MILLs, 
Chairman of Ways and Means, Committee New House Office Building, 
Washington, D.C. 

DEAR CONGRESSMAN: Approximately 20 percent of the members of this associa- 
tion are engaged in foreign commerce. 

Approximately another 20 percent are very much interested in getting into 
foreign commerce under conditions which will tend to make their venture 
successful. 

Generally speaking, passage of this bill would give American concerns a fairly 
even chance of competition with foreign concerns shipping foreign merchandise 
into the American markets. 
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It appears that the benefits of this legislation can be made available to 
American business concerns without any substantial loss of revenue to the 
Government. 

Upon reading a careful analysis of this bill, it seems to me difficult to find a 
reason Why any American businessman or other citizen should object to passage. 

It is respectfully submitted that you give passage of this bill, out of your 
committee and through the House thereafter, your favorable consideration. 

Sincerely, 
J. M. GroraGe, President. 


PFAUDLER PERMUTIT, INC., 
Rochester N.Y., July 15, 1959. 
Mr. Leo H. Irwin, 
Chief Counsel, Committee on Ways and Means, New House Office Building, Wash- 
ington, D.O, 

Dear Mr. Irwin: The purpose of this letter is to submit a statement to the 
Committee on Ways and Means, U.S. House of Representatives, in support of 
H.R. 5, by the Honorable Hale Boggs, of Louisiana, the Foreign Investment 
Incentive Act of 1959. 

The avowed policy of the United States is to promote the economic growth 
of the free nations of the world. This objective can be significantly aided by 
providing incentives to American business to venture into foreign fields not 
only with capital, but technological know-how, management skills, and the crea- 
tive urge, which have made our economic system the strongest in the world. 

The very nature of doing business abroad gives rise to added risk. A foreign 
operation involves not only greater economic risk, but is also subjected to the 
potential hazards of acts by an unfriendly government, including expropria- 
tion, confiscation or war. Temporary deferral of U.S. income tax on income 
earned from overseas investments could be a key factor in attracting American 
business investment in the high risk areas of the world. 

The position of the U.S. Treasury Department that all tax deferment is tanta- 
mount to tax avoidance is unsupportable. The ultimate goal of any U.S. enter- 
prise investing abroad is to generate earnings which must, if the investment 
is to be justified, be returned to the United States at some future date. At 
such time, U.S. income tax on these distributed earnings would, of course, 
apply. 

H.R. 5 would do much to provide American business the nedeed incentive, 
and to reduce the inherent hazards of doing business in foreign markets. 


Section 2. Foreign business corporations 

The proposed revision will permit a U.S. foreign business corporation to have 
its center of management and control here in the United States. It would 
obviate the use of subsidiary corporations organized in such countries as Li- 
beria, Liechtenstein, and Panama to mention a few, to carry on foreign opera- 
tions. If enacted, the tax deferral incentive provided by H.R. 5 would en- 
courage U.S. companies on the verge of foreign investment; it would also be 
an invitation to reorganize the structure of existing foreign subsidiaries, to 
bring them under the U.S. flag and jurisdiction. 


Section 8. Amendment of section 367 and section 1492 

This proposed amendment will facilitate private foreign investment by per- 
mitting certain transfers of foreign business property without the necessity of 
prior IRS ruling. Such foreign business property would be limited to include 
only property actually used or to be used in a foreign business. 

The position of the Treasury Department is unrealistic, in that it beclouds 
the issue by limiting such transfers to a new U.S. foreign business corporation, 


Section 4. International trade corporations 

This section of H.R. 5 would extend the advantages of the present Western 
Hemisphere trade corporations to foreign source income from the active con- 
duct of a trade or business throughout the world, by means of the creation of 
international trade corporations. 

There is a vital need on the part of U.S. business for some relief from U.S. 
income tax on foreign source income, in order to remain competitive in world- 
wide markets with foreign competitors. This provision of H.R. 5 would grant 
significant aid in this respect, which in turn would help to maintain existing 
foreign business and in creating new foreign markets, all of which would in- 
crease job opportunities for the American workingman. 
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Section 5. Alternative limitation on foreign taz credit 


This proposed revision would eliminate double taxation on certain foreign 
source income. Although this was the intent of Congress as outlined in the 
foreign tax credit provisions of sections 901 to 905, the administration of these 
provisions by the Treasury Department has not been in accordance with this 
intent. The enactment of this provision of H.R. 5 would achieve the objective 
of Congress by making it clear that double taxation in this area must be 
avoided. 


Section 6. Investment incentive waivers of tar by a foreign country 


Temporary tax waivers offered in good faith by underdeveloped countries ag 
an incentive to attract investment have been offset by the computation of for. 
eign tax credit by the Treasury Department. 

This provision of H.R. 5 would allow the U.S. taxpayer the advantage of the 
tax incentive offered by a foreign country. 

Section 7. Involuntary conversion of foreign property 

This provision would change present tax law so that a U.S. corporation 
could insure the property of its foreign subsidiary, and in the event of loss of 
the property, not have the insurance proceeds treated as income. Frequently, 
adequate insurance is not available in countries in which this property might be 
located. Hence, this change makes it possible for an American corporation to 
adequately insure properties held by its foreign subsidiaries. 

This change appears so reasonable and logical as not to require further 
elaboration. 


Conclusion 


Private U.S. capital could be a powerful force in cementing relations between 
the free nations of the world and in particular those countries where strong 
nationalistic feelings have begun to take hold. 

Tax incentives to foster the investment abroad of American private capital 
would help combat the Soviet economic offensive and lighten the tax burdens of 
U.S. foreign aid programs. 

Yours very truly, 
W. G. von Bere, Controller. 


SPRAGUE INTERNATIONAL, LTD., 
North Adams, Mass., July 15, 1959. 
Hon. D. MILLs, 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D.C. 


DeaR Mr. Mitts: I regret my inability to attend your public hearings on 
Representative Boggs’ bill, H.R. 5, but hope that the following comments may 
be included and made part of the hearings on this bill. 

My parent company, the Sprague Electric Co., is one of the leading manu- 
facturers of capacitors and other basic electronic components. We are large 
suppliers to the radio and TV industry, to the Government, and to the elec- 
tronic industry. : 

In the pursuit of overseas business, we have been forced to develop manufac- 
turing and sales facilities abroad as our direct export business became more 
and more squeezed by foreign regulations and foreign competition. Our or- 
ganization for foreign sales includes a Western Hemisphere corporation, a world 
trade company based in Europe, and two overseas factories. 

I have personally directed these affairs for over 10 years and claim, there- 
fore, to have some familiarity with many of the problems which beset the 
American businessman trying to do business abroad. 

I wholly support H.R. 5, the so-called Boggs bill, and urge prompt enactment 
in its entirety for the following reasons: 

1. The present tax situation favors large corporations to the detriment of 
small business. This is so because, under present conditions, firms with large 
financial and personnel resources can avail themselves of so-called tax sanctuary 
deals, whereas smaller companies cannot. 

2. The more American enterprises there are profitably engaged in foreign 
business, the more successful will be our struggle against the Communist indus- 
trial offensive. This offensive, if successful, will be just as devastating to the 
United States in its final result as war itself. 
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8. By improving the business climate for both small and big business, more 
U.S. firms will be willing to venture abroad. 

4. Profits, under this bill, can be made with less capital investment abroad 
and quicker than at home. This will result in less capital diverted abroad, more 
profits made from it, and, consequently, more tax receipts for the Treasury. If 
we go on as at present, those companies that can will invest in profit sanctuary 
subsidiaries; and profits will be held out of the United States for long periods. 
As fewer companies will be engaged in foreign business, less tax money will be 
generated. 

The Treasury estimates of its tax losses are incorrect. Actually, they may 
very well gain, especially when hidden profits are unearthed as provided for 
under H.R. 5. 

5. The Treasury’s idea of limiting the bill’s provisions to underdeveloped 
countries is unrealistic. A country may be developed in one area and under- 
developed in another. There is no yardstick of any value whereby the degree 
of development can be pinpointed. India may be undeveloped in some respects 
and very much developed in others. Furthermore, if the principle is accepted 
that it is a good thing for the United States to have a strong and prosperous 
foreign trade, then why limit it to the least profitable areas? 

6. Foreign trade, including oversea factories, does not compete with domestic 
business or reduce employment. On the contrary, the more flourishing a com- 
pany’s foreign business, the more domestic business will be generated. Capital 
is released for local development, items that could not be exported find new 
markets through the increased industrialization of foreign markets. People 
abroad get more prosperous and buy more. Take the European Common Mar- 
ket—as this area becomes more industrialized and more prosperous, they won’t 
begin to be able to satisfy their internal needs from their own resources but 
will have to buy outside. The greater part America has in this industrial surge, 
the greater proportion of U.S.-made goods will come in to fill the void. 

7. I believe the Treasury is wrong in eliminating any company with over 50 
percent of its business, direct export. The figure is too low to be realistic and 
should be raised to 75 percent. This would cut out the basically domestic ex- 
porter who never has and never will develop a foreign business and, at the same 
time, would permit a company who is trying to develop an international business 
to follow the usual way of developing exports first. 

8. On the controversial question of what is foreign income, the Treasury takes 
the position that, if I go to Brazil, for example, and sell some goods to a manu- 
facturer and arrange that the goods shall remain my property until they enter 
Brazil, title has passed outside the United States, and this is foreign income. 
If, on the other hand, my manufacturing customer comes to New York and sends 
me an order for similar merchandise and I deliver same to him and he carries it 
back to Brazil in his stateroom, this is not foreign trade because he got title to 
the goods in the United States. 

If both these transactions are not foreign trade, then what are they? Some- 
thing must be done once and for all to decide this matter for the Treasury rather 
than permitting it by interpretation to make the laws to suit itself and thereby 
circumvent the intent of Congress. 

I recommend that the destination of a transaction determine its nature. If 
I prepare documents and ship goods to a foreign country, that should be a 
foreign sale, irrespective of who has title and where. 

9. H.R. 5 proposes that Western Hemisphere corporations be no longer limited 
to trading in the Western Hemisphere but be allowed to trade anywhere in the 
world. The Senate Finance Committee, in commenting on section 109 of the 
1942 Revenue Act, stated : 

“American corporations trading in foreign countries within the Western Hemi- 
sphere are placed at a considerable disadvantage with foreign corporations 
under the tax rates provided by the bill. To alleviate this competitive inequality, 
the committee bill relieves such corporations from the surtax liability.” 

Presumably, Congress directed its remedial measures to the Western Hemi- 
sphere because foreign competition was most severe there at that time. What- 
ever the conditions were then, there is no question but that now competition 
from foreign sources is equally serious in all markets. Therefore, there is no 
logical reason to restrict a Western Hemisphere corporation’s activities to the 
Western Hemisphere only. 

On the tax advantage, admittedly there is one; but it is not as great as at 
first appears. 
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The Western Hemisphere corporation pays 38 percent annually (there is no 
tax deferral privilege). Next, when a dividend is paid to the parent, it pays aq 
52 percent tax on 15 percent of the dividend. In practice, this generally works 
out to an approximate tax savings of 7 percent when the whole transaction is com- 
plete, or roughly 45 percent tax paid against the present 52 percent domestic 
tax. 

H.R. 5, though by no means perfect, goes far to remove many of the inequities 
which so seriously impair the American businessman in his efforts to gain a 
reasonable share of foreign markets. 

The enactment of this bill will provide a sorely needed stimulus to a situation 
which is already critical and rapidly getting worse. 

Very truly yours, 
W. M. ApaAms. 


THE CHICAGO BAR ASSOCIATION, 
Chicago, IU., June 16, 1959. 
Re H.R. 5. 
Hon. D. MILs, 
Chairman, Committee on Ways and Means, 
House of Representatives, 
Washington, D.C. 

Dear Mr. CHAIRMAN: On June 4, 1959 the board of managers of the Chicago 
Bar Association unanimously adopted the following resolutions expressing ap- 
proval by the association of H.R. 5 entitled “The Foreign Investment Incentive 
Tax Bill” and urging the passage of H.R. 5 by the Congress: 

“Resolved, That the Chicago Bar Association does hereby approved H.R. 5 
entitled ‘““‘The Foreign Investment Incentive Tax Bill,” and urges its passage by 
the Congress. 

“Resolved further, That the Chicago Bar Association recommends that the 
Ways and Means Committee of the House take the necessary steps to hold public 
hearings on H.R. 5. 

“Resolved further, That the position of the Chicago Bar Association indicated 
in this resolution be communicated to the respective U.S. Senators from Illinois, 
the Congressmen from Illinois, Congressman Boggs, the Treasury Department, 
and the chairman of the House Ways and Means Committee.” 

These resolutions were adopted by the association after careful consideration 
and approval of H.R. 5 by the association’s committee on Federal taxation and its 
committee on international and foreign law. 

Yours very truly, 
JEROME S. WEIss, President. 


ELECTRONIC INDUSTRIES ASSOCIATION, 
Washington, D.C., July 16, 1959. 
Hon. D. 
Chairman, Committee on Ways and Means, U.S. House of Representatives, House 
Office Building, Washington, D.C. 

Deak Mr. Mitts: In behalf of the Electronic Industries Association, which 
represents some 350 electronic companies comprising the fifth largest manv- 
facturing industry in this country, I respectfully urge early enactment of H.R. 
5, the Foreign Investment Incentive Tax Act of 1959. 

We support the major provisions of this bill which (1) authorize the formation 
of foreign business corporations for the purpose of engaging in the active con- 
duct of trade or business in foreign countries; and (2) permit these corporations 
to reinvest their income in foreign countries, thereby deferring U.S. income 
taxes until distributed through parent corporations. 

It is our view that the tax incentive features of H.R. 5 represent the most 
effective incentive to American business for overcoming the numerous obstacles 
to increasing the flow of American capital to foreign countries, particularly 
those that are underdeveloped. We believe this is necessary to create a fa- 
vorable climate for encouraging foreign investment. 

We firmly believe, also, that this bill offers an opportunity to demonstrate the 


vitality and effectivenes of our private enterprise system as a means of counter- | 
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ing the expansion of communism by the Soviet Union. Not to be overlooked also 
is the fact that this bill offers opportunities for creating larger markets for 
goods produced in this country. 

We do not share the view that this bill will have the effect of reducing tax 
revenue. Conversely, it is our belief that the expansion of American interests 
abroad eventually will result in a substantial increase in tax revenue. 

For the reasons stated, the Electronic Industries Association supports the 
major provisions of H.R. 5 and strongly urges its enactment at this session of 

ngress. 
ge requested that this letter be included and made part of the hearings on 
this bill. 

Sincerely, 
D. R. 


PrIceE WATERHOUSE & Co., 
New York, July 16, 1959. 
Hon. D. MILLs, 
Chairman, Committee on Ways and Means, 
House Office Building, Washington, D.C. 


Dear Mr. CHAIRMAN: The hearings beginning July 7 by the Committee on 
Ways and Means on H.R. 5, the proposed Foreign Investment Incentive Act of 
1959, produced graphic evidence of the widespread belief throughout the Ameri- 
can business community that the present U.S. tax rules affecting enterprise 
carried on abroad act as a deterrent to the export of American products, crea- 
tive and technical talents, and economic and political philosophy to areas of the 
world in which the Nation is faced with intense competition for both markets 
and minds. At the same time the United States is spending huge sums in di- 
rect economic and military aid to many foreign nations we find, paradoxically, 
that American business is handicapped by our own domestie tax structure in 
making investments abroad and providing employment and markets there. 

In general, U.S. businesses operating abroad must pay income taxes at the 
higher of the U.S. tax rate or the rate in effect in the foreign country where 
operations are conducted. Some deferment of U.S. tax may now be accom- 
plished under certain circumstances, but taxes at least equal to those at the 
U.S. rate must be paid by the time foreign earnings are repatriated. 

A relatively high income tax rate is generally found in those nations with 
advanced economies, while low-income tax rates (or no income taxes) are 
usually associated with countries whose economies are poorly developed. Be- 
cause of this U.S. corporations operating in highly developed foreign countries 
often pay little or no U.S. tax, since the credit for foreign income taxes almost 
or completely eliminates any U.S. tax. On the other hand, U.S. corporations 
operating in undeveloped foreign countries must pay a larger tax to the U.S. 
Treasury because of the low credit for foreign taxes in relation to the U.S. tax 
rate. The effect of this is that the rate of tax paid to the United States is 
higher on operations carried on in underdeveloped countries than on operations 
in more advanced countries which themselves generally have high income taxes 
of their own. Stated differently this means that the burden of U.S. taxation 
of foreign source income falls more heavily on income derived from those under- 
developed nations where American enterprise and investment are most sorely 
needed. 

Price Waterhouse & Co. is an international firm which, through its associated 
firms, practices public accounting in 46 foreign countries and territories. In its 
international practice, Price Waterhouse & Co. has become acutely aware of the 
substantial effect of the U.S. tax rules upon planning for foreign investment 
by American businesses. Foreign investment involves substantial risks in a 
degree not ordinarily present in domestic investment—market uncertainties, 
geographic difficulties, uncertainties of labor and raw material sources, risks of 
currency fluctuations, and political hazards which might arise from instability 
in foreign governments. When there is added to these risks and uncertainties 
the factor of U.S. taxation on substantially the same basis as is applied to earn- 
ings generated in the relatively placid and safe environment of the United 
States, it is not difficult to undertsand the deterrent effect of U.S. taxation on 
foreign investment. 

Not only are some otherwise sound foreign investments not made because of 
the U.S. tax rules, but frequently those investments which are made are bur- 
dened with substantial additional costs made necessary by arrangements de- 
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signed to minimize or delay the harsh impact of U.S. taxation. For example, 
it may be profitable to perform certain functions abroad, even though that is 
less efficient than performing those functions in the United States, solely be 
cause of U.S. tax differentials. Or, as another example, it may be desirable to 
adopt an administrative or corporate structure which would be unnatural ex. 


cept for the U.S. income tax factor. 

The present U.S. tax rules force U.S. corporations seeking to expand abroad 
by the retention of earnings to operate through foreign corporations, often or- 
ganized under the laws of tax haven countries. Thus U.S. businesses are forced 
to place susbtantial assets under direct foreign jurisdiction, relocate manage. 
ment and other personnel abroad, and maintain accounting and other records 
outside of the United States in order to facilitate the retention of earnings for | 
expansion abroad. Not only do these practical requirements increase risks and 
costs, but also the psychological advantages of having U.S. corporations directly 
engaged in foreign operations, providing employment and markets abroad, is 
substantially reduced. 

H.R. 5, in one of its most important provisions, recognizes that what can now 
be accomplished only through foreign subsidiaries of U.S. corporations should 
not only be permitted but should be encouraged in a more natural way—through 
domestic U.S. subsidiaries formed to conduct foreign operations. These | 
domestic corporations, which would be known as foreign business corporations, 
would thus be able to enjoy the benefits of U.S. corporate laws, they could be 
managed from within the United States, their records could be maintained here, 
and throughout the world they could enjoy the status of being truly U.S. corpo- 
rations rather than corporations formed under the laws of some foreign country, 

We believe that any tax system which encourages inefficiency or unnatural 
arrangements by taxpayers is basically unsound. Furthermore, we firmly 
believe that the longrun welfare of the United States requires that every encour- 
agement be given to investment abroad by U.S. private enterprise. Certainly 
no restrictions should be imposed by our tax rules. We are convinced that 
American business does not wish either a giveaway or a subsidy for foreign 
investment. These are not required. However, the U.S. tax rules should pro- 
vide an environment which permits U.S. enterprise to compete fairly and effec- 
tively with foreign competition. 

H.R. 5 contains a number of provisions designed to encourage U.S. private 
investment abroad; other suggestions were made during the hearings held by 
the Committee on Ways and Means. The technical aspects of these received | 
eonsiderable attention during the hearings and will undoubtedly be studied 
carefully by the committee and its staff. Certainly no decisions can be made 
without a careful evaluation of alternative methods, budgetary factors, and | 
other potential long-range effects. 

However, we believe that from among the provisions of H.R. 5 and the other 
suggestions placed before the committee a positive program of U.S. taxation 
of foreign source income can be developed. The Committee on Ways and Means 
thus has an immediate opportunity to design legislation which will enlist the 
resources of U.S. private enterprise in the worldwide economic and _ political | 
struggle now in progress. 

We strongly urge adoption by the committee of the philosophy expressed in 
H.R. 5. 

Yours very truly, 


ALDEN C. Samira, International Department. 


PepsiI-CoLa INTERNATIONAL, 
New York, N.Y., July 16, 1959. 
Hon. D. MILLs, 
Chairman, Committee on Ways and Means, House of Representatives, New | 
House Building, Washington, D.C. | 


Dear Mr. MILL: Inasmuch as it was not possible for our company to be per- ; 


sonally represented during the public hearings on H.R. 5, we wish to express our | 
views concerning the bill by letter. 

The proposed legislation in its original form would be a tremendous help to us 
in programing an expansion of our business abroad. Channeling our foreign 
operations through a U.S. foreign business corporation without the necessity of 
paying a U.S. tax until the foreign business corporation paid a dividend to the 
parent company would provide for us a means whereby we could direct funds 
from an area where these was an excess to an area or areas where we were 


i 
pli 
Joc 
4 nat 
Ste 
i 
| 
fie 
in 
be 
3 be 
| 
| 
tri 
4 tri 
4 bil 
ca 
i 
4 
ni 
: al 
| 


we 
— 


= 
a 


59. 


New | 
» per- 
our. 


to us 
reign 
ity of 
the 
funds 
were 


FOREIGN INVESTMENT INCENTIVE ACT 605 


either initially inaugurating the sale of our product or one in which there was 
a need for further expansion. Of course, we realize that this can be accom- 
plished even today by channeling operations through a foreign base company 
located in a profit sanctuary country, but we feel that our laws should be 
amended in such a way as to permit American concerns to operate their inter- 
national business through companies that are 100-percent American and not 
through concerns abroad where they lose their American identity. 

Extending the 14-point tax reduction now available only to Western Hemi- 
sphere trade corporations to similar income arising from the rest of the world 
would be a big step forward and, needless to say, would place many American 
companies in a much more favorable position with competitors abroad, especially 
those Whose wage scale is so much lower than that which prevails in the United 
States. In all probability it was never intended by our tax authorities to com- 
pel an American company to pay more than 52 percent aggregate tax on foreign 
jncome and corrective steps should be taken at this time to eliminate this in- 
justice by giving the taxpayer the alternative of using the “overall foreign tax 
credit” limitation or the “per country” limitation. 

We also favor a provision that taxes which are waived abroad should be 
credited just as if they had been paid in calculation of the U.S. tax. A country 
waives taxes as an incentive to attract foreign capital. The incentive is nulli- 
fied if the U.S. tax is applied and offsets the taxes waived abroad, thus elimi- 
nating the incentive originally proposed by the foreign country. 

We understand that several amendments to the bill have been proposed and, 
in particular, we refer to those made by the Secretary of the Treasury. Our 
present understanding leads us to believe that small firms will be deprived from 
benefits of the bill if a foreign business corporation that derives more than 50 
percent of its income from export is disqualified. Moreover, if the income of 
such corporations is limited to that which results only from underdeveloped coun- 
tries, this would hamper movement of funds from the more industrialized coun- 
tries to those countries where additional capital would be most welcome. The 
bill as originally proposed is a sound one and if enacted into law will give Ameri- 
can foreign trade the stimulus it needs to continue leadership in this very im- 
portant field. If, however, it is burdened with restrictive clauses, most firms 
will find it better to continue their foreign business activities as at present and 
the U.S. benefits to be gained in the foreign trade field will be lost. 

Respectfully submitted. 

H. A. SCHAEFER. 


[Telegram] 
Butter, Pa., July 7, 1959. 
Hon, D. 
Chairman of the House Ways and Means Committee, 
Washington, D.C.: 


As shown by the testimony of Mr. Burdge and myself during the hearings 
held by your subcommittee beginning December 1958, we think it absolutely 
essential to provide considerable tax advantages to U.S. firms in order to stimu- 
late private investments abroad. The bill contains the minimum that should 
be asked, but if nevertheless further concessions become necessary to overcome 
Treasury’s objections, we feel that same should only be granted in eventual 
partial reduction of the 14-point benefit requested. Sincerely hope that the bill 
will pass as presented, especially without restricting same to specific countries. 


Eric H. HECKETT, 
President, Heckett Engineering Co. and Chairman, Harsco Corp. 


[Telegram] 
New York, N.Y., July 8, 1959. 
Representative D. MILLs, 
House Office Building, Washington, D.C.: 

Strongly recommend reporting H.R. 5 out of committee for votes. U.S. inter- 
national position requires imaginative thinking expressed by bill. We believe 
bill is effective solution to dropping U.S. exports and a spur to investment 
abroad strengthening U.S. prestige in cold war. Economic stability American 
business can give to other countries through capital investment under proper 
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tax climate is more effective long range than loans and grants now furnished, 
The Treasury’s compromise approach is sheer mockery and one more example 
of failing U.S. world leadership. 
Respectfully, 
RICHARD HOLZER, 
RicHakRD H. Boaeés, 
International Executive Members of Export Managers Club of New York, 


AMMAN & WHITNEY, 
New York, N.Y., July 17, 1959. 


Re H.R. 5, the Foreign Investment Incentive Act of 1959. 
COMMITTEE ON WAYS AND MEANS, 

U.S. House of Representatives, 

New House Office Building, Washington, D.C. 

GENTLEMEN : We wish to make a statement supporting and urging passage of 
H.R. 5, the Foreign Incentive Act of 1959. 

We are a firm of consulting engineers with about 700 employees, thus making 
us one of the larger firms in this field. We have approximately 350 employees 
in Iran, Greece, Ethiopia, and France. Our operations require large working - | 
capital in these countries and the passage of H.R. 5 would help considerably 
toward further expansion of our activities in these foreign countries. 

The engineering work we perform is primarily connected with military defense 
and public improvement projects which will further the defense and economy 
of the above named countries. We firmly believe it to be in the interest of the 
United States to encourage the defense and economy of friendly nations. We 
believe H.R. 5 will definitely help in this direction. 

We urge early favorable action by your distinguished committee. 

Respectfully yours, 


WERNER AMMANN. 


HAWAIIAN PINEAPPLE Co., LTD., 
Honolulu, Hawaii, U.S.A., July 17, 1959. 
Mr. LEo H. IrRw1n, 
Chief Counsel, Committee on Ways and Means, 
New House Office Building, 
Washington, D.C. 


Dear Mr. IRWIN: We regret that circumstance prevented us from appearing in 
person at the public hearings of the Committee on Ways and Means on the 
Foreign Investment Incentive Act of 1959, H.R. 5. However, we would like to 
file the following brief statement for inclusion in the record. 

The present tax laws of the United States do little to provide incentive for 
private American capital to go into the European or other foreign markets. At 
the present time American businesses desiring to operate abroad are forced to set 
up a foreign corporation to conduct their foreign operations in tax-haven coun- 
tries such as Liberia, Panama, Tangier, etc., in order to remain competitive. 
The provisions of H.R. 5 by creating a new. class of domestic corporation or- 
ganized exclusively for the conduct of business abroad would provide such in- 
centives to private enterprise. Earnings derived from foreign operations would 
provide needed capital for expansion of their activities without immediate pay- 
ment of U.S. tax but which, in the long run, will provide even more tax dollars 
than under present law. Likewise, from the investors standpoint, a corpora- 
tion based on U.S. law would likely be more stable than a foreign corporation. 

In addition to stimulating the investment of private capital abroad, this bill 
will do much to promote the economic welfare of the entire free world. Such a 
stimulus in itself will, in turn, make the necessity for direct payment of foreign 
economic aid less acute. The foreign aid program, while presently necessary, 
does place a strain on our domestic economy which should eventually be relieved. 


Yours very truly, 5, B Mote 
. MCCORMICK. 
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INSURANCE Co. Of NoRTH AMERICA COMPANIES, 
Philadelphia, Pa., July 17, 1959. 
Re H.R. 5, Foreign Investment Incentive Act, 1959, by the Honorable Hale Boggs 
of Louisiana, 
Lee H. Irwin, 
Chief Counsel, Committee on Ways and Means, 
New House Building, Washington, D.C. 


Deak Sir: In accordance with announcement of public hearings on the above 
measure by the Honorable Wilbur D. Mills, chairman, Committee on Ways and 
Means, House of Representatives, the Insurance Co. of North America, herewith 
submits this written statement. 

The Insurance Co. of North America was formed in 1792 and has served 
the American public continuously since then and for over 40 years has conducted 
operations abroad. In recent years its activities in other countries has expanded 
substantially. The Insurance Co. of North America now operates in prac- 
tically every country of the free world. 

The Insurance Co. of North America transacts all forms of property and 
casualty insurance abroad and in so doing it affords protection to American 
commerce and investment abroad and contributes to the development of the 
various national economies within which it operates. 

The position of the Insurance Co. of North America as respects the Foreign 
Investment Incentive Act is as follows: 

1. The provisions of H.R. 5 are endorsed as a means of encouraging private 
investment abroad. 

2. The nature of the business of insurance is such that the full resources of 
the parent company must support the contracts of insurance written by the 
worldwide organization of the company. Formation of subsidiary domestic in- 
surance companies with small capitalization would place insurance companies 
of the United States in a poor competitive position in the international insurance 
markets because insurance companies of other countries apply the full force of 
their worldwide assets to the policies written. 

By virtue of the provisions of H.R. 5, U.S. insurance companies operating 
abroad through branches will not be able to obtain the benefits contained in the 
law. The act allows deferment of tax on undistributed foreign income by 
domestic corporations which, for the taxable year, derived 90 percent or more 
of gross income from sources without the United States from the active conduct 
of a trade or business. No U.S. insurance companies operating abroad through 
the branch system derive more than a small percentage, much less than 90 per- 
cent, of their gross income from foreign operations. We recommend that in 
order to overcome this inequity and to achieve for all U.S. insurance companies 
the benefits intended for foreign investment that the definition of “foreign busi- 
ness corporations” be broadened to include the foreign branches of U.S. insurance 
companies. The result would be to treat such foreign branches as though they 
were domestic corporations subject only to the test of 90 percent or more of gross 
income from the foreign operation being from sources without the United States. 

3. The Insurance Co. of North America also recommends that under sec- 
tion 4 of the Boggs bill the definition of an international trade corporation 
be broadened to include foreign branches of U.S. insurance companies, and to 
treat such branches as though they were in fact separate domestic corporations 
subject only to the 90-percent gross-income test as to sources of income without 
the United States. 

Respectfully submitted. 

J. A. Diemanp, Jr., Vice President, 


New YorK & HonpuRAS Rosario MINING Co., 
New York, N.Y., July 17, 1959. 
Hon. D. Mr1s, 


Chairman, House Ways and Means Committee, House Office Building, Wash- 
ington, D.C. 

Dear Sr: I believe that the enactment of H.R. 5, a bill to amend the Internal 
Revenue Code of 1954 to encourage private investment abroad and thereby 
promote American industry and reduce Government expenditures for foreign 
economic assistance, is in the best interest of the people and Government of the 
United States. 
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Direct Government economic assistance does not in my opinion bring the sama 
results as the investment of private capital in foreign enterprises. Is it the 
private enterprise working with local people and local governments, creating 
new skills, and exchanging ideas which achieves a closer relationship and under. 
standing between Americans and the nationals of other countries that will create 
a bulwark against Communist influence. 

The Treasury Department in its comments on H.R. 5 stated that section 2 
would involve a revenue loss ranging from $300 to $500 million annually, depend- 
ing upon the dividend policies followed by foreign business corporations. Al- 
though deferral of tax on foreign earnings would result in an initial reduction 
of revenues, the employment of the deferred earnings in expansion of foreign 
activities should ultimately result in increased revenues when the earnings are 
repatriated. 

G. E. McDaniet, Secretary-Treasurer, 


CLINTON, MAss., July 17, 1959. 
Hon. D. MILLs, 
Chairman, House Ways and Means Committee, 
House of Representatives, Washington, D.C.: 
Officials of some companies in my district have asked me to get in touch with 
you in behalf of the Boggs bill, H.R. 5, and I will be thankful for your continued 
interest and efforts in expediting action. Warm regards. 


Congressman PHILIP J. PHILBIN. 


AMERICAN OVERSEAS FINANCE Co., 
New York, N.Y., July 20, 1959. 
Hon. D. MILs, 
Chairman, Committee on Ways and Means, House of Representatives, Wash- 
ington, D.C. 

Dear Mr. CHAIRMAN: American Overseas Finance Co., a private corporation 
engaged in investment abroad, including medium and long-term financing of 
exports from the United States, supports in general the principles and objectives 
of H.R. 5, the Foreign Investment Incentive Tax Act of 1959, and favors its 
enactment into law as introduced. 

American Overseas Finance Co. considers that enactment of H.R. 5 would 
constitute a substantial step forward toward providing effective incentives for 
private foreign investment abroad, and would also materially promote exports 
from the United States. 

Sincerely, 
Henry H. Patron. 


AVERY ADHESIVE Propucts, INC., 
Monrovia, Calif., July 20, 1959. 
Re H.R. 5, Foreign Investment Incentive Tax Act of 1959. 
Hon. D. MIs, 
Chairman, Committee on Ways and Means, 
US. House of Representatives, 
New House Office Building, Washington, D.C. 


DEAR Mr. CHAIRMAN: If you please, we should like to express ourselves with 
respect to the Foreign Investment Incentive Tax Act of 1959 and the develop 
ments that have taken place since the bill was introduced by the Honorable Hale 
Boggs of Louisiana. 

In view of the support the bill has received from the American people and in 
view of the many considered statements by which the bill's provisions have been 
factually supported we were hopeful the Department of the Treasury would 
cease opposing the bill, conceding defeat of its rather ill-founded arguments. 
To the contrary, however, it now appears there is the likelihood of a compromise. 

Mr. Chairman, we would consider it most unfortunate if your committee were 
to endorse a compromise solution and recommend a weakened H.R. 5 to Congress. 
In our opinion, as the bill stands it provides for the minimum legislation Con- 
gress should enact to enable U.S. companies to hold and strengthen their positions 
in the world markets, at a time when foreign world traders, aided by favorable 
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legislation on the part of their home governments, grow stronger and more nu- 
merous from day to day. 

The Treasury’s contention that it must oppose, in the interest of fiscal sound- 
ness, any tax benefits designed to encourage foreign investment in the more 
industrialized areas of the world, and may, at the most, consent to tax benefits 
designed to encourage investment in the underdeveloped foreign areas only— 
where alone, supposedly, American investment is to be encouraged—appears to 
us to be founded on serious misconceptions. 

The industrialization of the world’s underdeveloped areas progresses from the 
industrialized areas where, allowed sound growth and success, companies are able 
to accummulate the funds they require for further investment. In most cases, a 
company must first solidify its position in the world’s industrialized areas before 
it may turn its full attention to the coverage of underdeveloped areas. World 
competition dictates that this procedure be followed. If it continues to be diffi- 
eult for U.S. companies to expand and solidify their positions in the world’s in- 
dustrialized areas, rendering them unable to operate under conditions of competi- 
tive equality with foreign companies, only foreign companies will be able to accu- 
mulate the funds necessary for the coverage and industrialization of the world’s 
underdeveloped areas. It may seem fiscally sound to the Treasury, from a short- 
range point of view, to tax the foreign earnings of U.S. companies the moment 
such earnings are made; seen from a long-range point of view, however, such 
a policy of taxation would inevitably lead to adverse results. If U.S. companies 
are not permitted to operate under conditions equally favorable to those afforded 
foreign companies by their governments, the foreign income of U.S. companies 
and thus also the Treasury’s revenue are bound to decrease. 

Failure to enact H.R. 5 without changes would undoubtedly force the ma- 
jority of U.S. companies engaged in international business to establish so-called 
base companies in those foreign countries from where their international busi- 
ness may be conducted with a minimum of restrictions. Such development, 
as you know, would deprive the Treasury of the very revenue it wishes to obtain. 

Thus, it appears to us there can be no question about the merits of the bill. 
While its enactment will correct a bad situation and prevent further deteriora- 
tion, the Foreign Investment Incentive Tax Act of 1959 will contribute to keep- 
ing America strong in a world becoming increasingly competitive economically 
as well as politically. 

Very truly yours, 
F. J. LEHBRUNER, 
Manager, Foreign Operations. 


CALIFORNIA SPRAY-CHEMICAL CorP., 
Richmond, Calif., July 20, 1959. 


Subject: Foreign Investment Incentive Act of 1959, H.R. 5, Boggs bill. 


Mr. Leo H. Irvin, 
Chief Counsel, Committee on Ways and Means, 
Washington, D.C. 


Dear Sim: As citizens interested in the present and future welfare of the 
United States and as an organization actively participating in international 
trade, both export and foreign operations, we wish to add our support to those 
favoring adoption of the Boggs bill. 

Briefly, we are of the firm opinion that all Americans would benefit because: 

1. The Boggs bill would unshackle U.S. industry to meet the Soviet eco- 
nomic offensive. 

2. The Boggs bill would make more jobs and stabilize employment in the 
United States. 

3. The Boggs bill would conserve the resources of U.S. corporations for 
expansion and modernization at home, at the same time that they are 
expanding abroad. 

4. The Boggs bill would heip to balance U.S. international accounts at a 
high level. 

5. The Boggs bill would help U.S. industry meet foreign competition. 

6. In the long run, the Boggs bill would produce more revenue for the 
U.S. Treasury. 
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We could readily expand on these points but we are sure they have been coy- 
ered in detail by the industry proponents of the bill who recently provided verbal 
testimony before the committee. We are submitting this statement as written 
testimony so that our voice may be added to theirs. 

Respectfully yours, 
H. J. Gravy, Executive Vice President. 


TALON, INc., 
Meadville, Pa., July 20, 1959. 
Reference H.R. 5—Foreign Investment Incentive Act of 1959. 
Hon. D. MILs, 
Chairman, Committee on Ways and Means, 
House Office Building, 
Washington, D.C. 


My Dear Mr. Mitts: During the past few years, a growing number of U.S. 
corporations, including our own, have organized foreign subsidiary companies 
in Panama or other so-called “tax haven” countries to carry on and expand their 
foreign trade. Earnings of these foreign subsidiaries are not subject to U.S. 
taxes until they are paid over to the domestic parent companies in the form of 
dividends. Such: earnings are available in full, therefore, for continued expan- 
sion in foreign markets, as long as such earnings are retained by the subsidiaries. 

In this period of increased foreign competition on all sides, this temporary 
freedom from U.S. taxes is an important weapon. While we are deferring the 
payment of U.S. taxes, we are, in the meantime, able to put every dollar these 
subsidiaries earn right back into the business. 

While this deferral of U.S. taxes is obviously a most important tool in the 
expansion of foreign business, the complications and expense of organizing and 
operating a foreign subsidiary no doubt have discouraged many U.S. firms from 
taking this step. We ourselves considered the matter for at least 2 years before 
we decided to go ahead last year. 

During the next several years, we believe that foreign operations are going to 
expand more and more and it would certainly be more convenient and, in the 
long run, more beneficial to all concerned, both to corporations and to the Govern- 
ment, if such an expansion of foreign business could be handled by domestic cor- 
porations rather than by the present type of foreign subsidiary. It is our belief 
that the bill known as H.R. 5, introduced in the House by the Honorable Hale 
Boggs of Louisiana, would accomplish these objectives. 

This bill would provide for the establishment of a special category of domestic 
eorporation, to be known as a tax-deferral corporation or a world-trade cor- 
poration, whose foreign earnings would be subject to U.S. taxes only when such 
earnings were distributed, or otherwise made available, to the parent stock- 
holder. In the meantime, these earnings would be available in full for the ex- 
pansion of foreign business. 

We believe this to be a good bill which, in effect, recognizes existing facts by 
permitting corporations to carry on, within a corporate structure established 
within the United States, what they are now doing through foreign subsidiaries. 

We have considerable plans underway for increased foreign activity, all of 
which will, in all probability, be handled through Talon Internacional, unless the 
Boggs’ bill becomes law, in which event we would seriously consider the forma- 
tion of a new U.S. corporation to handle our foreign business. 


Very truly yours, 
N. N. Bascoox, Treasurer. 
TEXTILE MACHINE WorKS, 
Reading, Pa., July 20, 1959. 
Re H.R. 5. 


COMMITTEE ON WAYS AND MEANS, 
New House Office Building, Washington, D.C. 
(Attention: Mr. Leo H. Irwin, chief counsel.) 


GENTLEMEN: Our company would like to go on record in support of H.R. 5. 
We are a member of the Machinery & Allied Products Institute and feel that 
their testimony in support of H.R. 5 reflects our own thinking. Our own com- 
pany must soon decide whether it will be necessary to form a new company in 
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a tax sanctuary or await favorable U.S. legislative action such as the Foreign 
Investment Incentive Act of 1959 proposed by the Honorable Hale Boggs of 
Louisiana. 
Very truly yours, 
L. P. GARRIGAN, 
Manager, International Division. 


WaAsHINeTON, D.C., July 21, 1959. 
Re H.R. 5 (Boggs bill). 
Hon. WiLBuR D. MILLs, 
Chairman, Ways and Means Committee, 
House of Representatives, 
Washington, D.C. 

Deak Mr. CHAIRMAN: The fact has been brought to the attention of your 
committee in the hearings held with respect to H.R. 5 that closely held domestic 
manufacturing companies may be precluded from availing themselves of the 
benefits of H.R. 5 because of the existing provisions of the internal revenue laws 
relating to personal holding companies. 

The undersigned is counsel to Bundy Tubing Co., a Michigan corporation, 
which is actively engaged in the development, manufacture and sale of small 
diameter tubing and related products. It was established in the United States 
in 1923. Its shares of stock have been and are held by members of two fam- 
ilies or in trusts for the benefit of members of such families. In recent years 
Bundy Tubing Co. has fostered the establishment in foreign countries of manu- 
facturing plants to make tubing in accordance with Bundy patents and know- 
how. At first such arrangements were made by the extension of licenses with 
others making the direct plant and equipment investment. More recently 
Bundy has participated substantially (although each time for business reasons 
less than 50 percent) in the direct investment in such foreign countries and 
Bundy would, unless restrained by discriminatory tax treatment, like to ex- 
pand that participation into other countries under the provisions of H.R. 5. 

Bundy Tubing Co. supports the general purposes contemplated to be served by 
H.R. 5, and we also subscribe to the proposition heretofore made to your com- 
mittee that H.R. 5 should not constitute a vehicle for continuing or enlarging 
the discrimination adversely affecting closely held domestic manufacturing com- 
panies in conducting foreign business operations such as now exist between them 
and domestic manufacturing companies whose stocks are widely held. 

A witness at the hearings before your committee has proposed that H.R. 5 be 
amended by adding a new section thereto, to be designated section 8, which, if 
adopted, would be for all practical purposes eliminate the discrimination now 
explicit in the provisions of the bill. The purport of the proposed section 8 
would be to remove income received by a domestic subsidiary of a closely held 
manufacturing corporation from the classification of personal holding company 
income if, inter alia, such subsidiary owned at least 50 percent in value of 
the outstanding stock of the foreign corporation from which the domestic sub- 
sidiary received such income. 

We are in agreement with the principle embodied in such proposal because 
the requirement of a substantial interest through stockholdings in the foreign 
subsidiary is consistent with the principle of the Boggs bill that investment of 
domestic capital in foreign enterprises should be encouraged. The require 
ment that a substantial interest be held by the domestic company would guard 
against a domestic company holding a diversified portfolio of securities in many 
foreign subsidiaries without its contributing in fact to the material development 
of any one of them. 

It is believed, however, that the requirement of at least a 50 percent acquisi- 
tion (where possible under the laws of the foreign country involved) is higher 
than necessary or desirable to avoid the undesirable aspect above mentioned. 
It is suggested that the figure could be properly reduced to 25 percent. A 25 
percent interest in a foreign company is a substantial interest and many domes- 
tic corporations have found from experience that it is commercially advantage- 
ous to be in a relatively minor equity position than to be in control of such sub 
sidiary. Furthermore, if the amendment which we will next suggest be made 
to the proposed new section 8 is adopted, it is believed that the integrity as an 
investment of the holdings by a domestic company in a foreign subsidiary will 
be more evident from the fact that there is such an investment than from the 
percentage of stock held. 

The proposed new section 8 now contains the requirement, in addition to the 
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requirement of the minimum percentage of stock to be held in the foreign sub- 
Sidiary, that such payer corporation, for its taxable year which ends with or 
within the taxable year of the recipient corporation and for its two preceding 
taxable years (or for such part thereof as said payer corporation was in exist- 
ence) must have derived 70 percent or more of its gross income, if any, from 
the active conduct of a trade or business and from sources without the United 
States. 

The second proposal we have in mind is that the trade or business engaged in 
by the foreign subsidiary must be the same or similar trade or business or a 
related trade or business as that carried on by the domestic parent corporation 
of the domestic subsidiary. Companies would be considered to be in the same 
or similar trades or businesses if they are engaged in a distinct branch of business, 
trade, or manufacture in which they render the same kind of service or produce 
or deal in the same kind of product and such service or products fulfill the same 
economic need. If the companies produce more than one product or render more 
than one type of service, then the chief product or service of each shall be the 
basis for determining whether they are in the same trade or business. 

The determination of whether the trades and businesses of two or more com- 
panies were the same or similar would present no administrative problem to the 
Internal Revenue Service inasmuch as the provisions of the internal revenue 
laws concerning regulated investment companies to insure their diversification of 
investments by limiting their holdings in issuers which are engaged in the same 
or similar trade or business will afford a guide in this regard. 

The second suggestion made above would seem to fortify the object inherent 
in the proposed H.R. 5 that investments by American companies in foreign sub- 
sidiaries should be primarily designed to develop the economies of foreign coun- 
tries. The suggestion would insure that such investments would be made in 
foreign enterprises conducting a trade or business, the development of which the 
American Company was well equipped by experience to foster and should eliminate 
speculative and transitory investments and also portfolio-type investments of 
the character made by personal holding companies. 

There is attached a redraft of the proposed section 8 with the matter to be 
eliminated in brackets and the language suggested to be substituted or added is 
underlined. 

Sincerely yours, 
H. Struve HENSEL. 


SEcTION 8. CERTAIN PEPSONAL HOLDING COMPANIES 


(a) Section 548(a) (1) is amended by adding at the end thereof the following 
sentence : 

“This paragraph shall not apply to dividends, interest, or royalties (other than 
mineral, oil, or gas royalties) received or accrued by a corporation if— 

“(A) during its entire taxable year more than 50 percent in value of its 
outstanding stock is owned by a domestic parent corporation ; 

“(B) such domestic parent corporation is not at any time during its 
taxable year which ends with or within said taxable year a personal holding 
company and would not at any time during its said taxable year have been a 
personal holding company if all rents (including interest in lieu of rents), 
regardless of what percent of the gross income such rents constitute, and 
all royalties (including mineral, oil, and gas royalties) received or accrued 
had constituted personal holding income; and 

“(C) the dividends, interest, or royalties so received or accrued are re- 
ceived or accrued from a corporation in which the recipient owns, direct- 
ly or indorectly, more than t50] 25 percent in value of the outstanding 
stock (or such lesser percentage as is the maximum percentage which 
the recipient corporation may own under the law applicable to the payer 
and/or recipient corporation), and which for its taxable year which ends 
with or within the taxable year of the recipient corporation and for its 
two preceding taxable years (or for such part thereof as said corpora- 
tion was in existence) has derived 70 percent or more of its gross income, 
if any, from the active conduct of a trade or business of the same or 
similar or related character as the trade or business conducted by the 
domestic parent corporation of the recipient corporation and from sources 
without the United States.” 

<b) Section 553 is amended by deleting the period at the end thereof and add- 
ing the following: “unless such payment or royalties do not constitute personal 
holding income under the last sentence of section 543(a) (1).” 
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ALBERT DAITz, 
CoUNSELOR AT LAw, 
Washington, D.C., July 22, 1959. 
Re H.R. 5—Boggs bill. 
Hon. D. MILLs, 
Chairman, Ways and Means Committee, 
House Office Building, Washington, D.C. 

Dear CONGRESSMAN Mitts: I have written to you previously on behalf of 
certain cosmetics firms in support of the above pending legislation. 

I now wish to bring to your attention an ambiguity which I believe is 
present in the Boggs bill, as I have read it. 

Section 4 of such bill would amend section 921 of the Internal Revenue 
Code to extend Western Hemisphere trade corporation status to international 
trade corporations. 

In defining the term “international trade corporation,” section 4 states: 

“For the purpose of paragraph (2) of this section, dividends * * * 
derived from a corporation at least 10 percent of the voting stock of which 
is owned by the recipient thereof shall be deemed to be derived by the 
recipient thereof from the active conduct of a trade or business: Provided, 
That the corporation making the payment satisfied the conditions stated 
in paragraphs (1) and (2) of this subsection, other than the requirement 
of domestie incorporation, for the taxable year during which the payment 
was made.” 

In my opinion, the sentence above may be ambiguous insofar as it does not 
clearly state whether or not the dividend rule which it sets forth is to be taken 
into account in determining whether “the corporation making the payment satis- 
fied the conditions stated in paragraphs (1) and (2).” In other words, may the 
above-quoted rule be applied more than once in determining the status of a 
single corporation? 

An example of the problem presented is the case of a domestic parent corpor- 
ation the sole income of which is dividends from a foreign personal holding 
company which derives its sole income from dividends from foreign operating 
subsidiaries which satisfy conditions (1) and (2). In my opinion, the above- 
quoted sentence does not make clear whether the domestic corporation may or 
may not qualify as an international trade corporation. 

The possible ambiguity may be removed by adding the following new sentence 
immediately after the above sentence, as follows: 

“For purposes of the preceding sentence, the rule stated therein shall 
apply in determining whether the corporation making the payment, therein 
described, satisfied the condition stated in paragraph (2) of this subsection 
for the taxable year during which the payment was made.” 

I believe that the intent of the Boggs bill is to have dividend income treated 
as business income where the original source of such dividend, when traced 
back through subsidiaries and sub-subsidiaries, is derived from the active con- 
duct of a foreign business. 

I ask that you please consider the foregoing suggested amendment to sec. 4 
of the Boggs bill. In my opinion, such suggestion clearly effectuates the legisla- 
tive intent of the bill. 

Thanking you to acknowledge the receipt of the foregoing and for your atten- 
tion to this matter, I am, 

Yours very truly, 

Extiorr A. Datrz. 


Turco Propucts, INc., 
Los Angeles, Calif., July 22, 1959. 


Re. H.R. 5, Foreign Investment Incentive Act of 1959. 


CoMMITTEE ON WAYS AND MEANS, 
U.S. House of Representatives, 
House Office Building, Washington, D.C- 

GENTLEMEN: The following statement on behalf of Turco Products, Inc., is 
submitted in support of H.R. 5, the Foreign Investment Incentive Act of 1959, as 
proposed by the Honorable Hale Boggs of Louisiana. It is our desire for this 
statement to be considered by the Committee on Ways and Means in lieu of a 
personal appearance at the public hearings before the committee on this most 
worthy proposed legislation. 
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The importance of international trade and investment of U.S. capital in for- 
eign areas throughout the world as a means of insuring the future welfare of 
this country has been well publicized and recognized. Problems in the develop- 
ment of foreign enterprises are many and not always easily known or under- 
stood; and as a result, incentives are necessary to encourage American business 
to undertake foreign operations. 

Turco Products, Ine. is the leading company in the specialized industrial 
chemical field supplying specialized formulated chemical products for use in 
maintenance and upkeep of all types of industry including aircraft, transporta- 
tion, manufacturing, food processing, automotive, etc. For many years, our 
company has sold products manufactured in the United States through export 
agents in foreign countries. However, with the trend toward protection of home 
industries by many countries throughout the world, it has become increasingly 
difficult to sell products manufactured in the United States in these countries. 

As a result, to participate in the tremendous potential market which exists, 
it is becoming increasingly necessary to establish manufacturing, sales, and 
research units in foreign countries in order to sell. In the specialized field in 
which our company operates, technical knowledge and know-how are not gen- 
erally available in foreign countries; and these countries look to the United 
States for leadership and guidance. It is, therefore, possible for American 
companies to establish operating branches in these foreign countries to develop 
local industries if proper incentives are provided. 

H.R. 5 as proposed by the Honorable Hale Boggs will be a definite encourage- 
ment to American businesses to expand their activities in foreign countries, 
Expansion requires tremendous investments of funds as well as manpower and 
technical know-how. If the legislation as proposed in H.R. 5 passes Congress 
and becomes law, thereby allowing U.S. corporations to set up foreign business 
corporations which would be tax exempt until the profits are remitted to the 
parent company, this will provide a very real incentive for American businesses 
to increase their activities in foreign countries. By allowing profits to accu- 
mulate and be reinvested abroad without payment of U.S. taxes, it will help to 
provide the capital necessary to develop foreign operations and profits to the 
fullest. 

While there may be a minor reduction of tax revenues to the U.S. Treasury 
Department initially as a result of this legislation, there can be no question but 
in the long run the United States will benefit and receive increasing revenues. 
It is axiomatic to state future revenues of the U.S. Treasury Department are 
dependent upon the success and prosperity of American businesses, and profits 
from foreign operations can be realized if our tax structure provides the in- 
centives and opportunities to exploit these potential markets. 

Very truly yours, 
C. P. ANDREWS, 
Assistant Secretary-Assistant Treasurer. 


EMERSON RapiIo Export Corp., 
Jersey City, N.J., July 23, 1959. 
Hon. HALE Boaas, 
Member of Congress, 
House of Representatives, Washington, D.C. 


DEAR MR. Boces: I am writing on behalf of the above corporation and also 
for our affiliated corporation, DuMont Emerson International and wish to ex- 
press our full support to your proposed legislation granting tax deferment in- 
centives to the American business engaged in export operations. Speaking on 
behalf of our organization I wish to state that it has been our experience while 
engaged in operations in foreign countries that we frequently are at a disadvan- 
tage with corporations and businesses from other nations because these other 
corporations and businesses have the advantage of tax incentives from their re- 
spective countries. We note in the press that much stress has been given to the 
fact that there would be a loss in revenue if your bill became law. We sincerely 
believe that this is erroneous. On the contrary, we feel that by the incentives 
granted, the overall tax revenue of the U.S. Government would be increased. 
The reason for such opinion is that our operations in foreign countries would 
be expanded along with operations of other American businesses. When divi- 
dends are paid, as provided in your bill, the revenues subject to tax in the 
United States would be greatly expanded over what the conditions are at present. 
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I should also like to point out that the present tax laws with respect to foreign 


operations, including Western Hemisphere operations, are very confusing both 


in the wording of such laws as well as in the application of same. This condi- 
tion creates further hazard to operations in foreign countries. As you know, 
millions of dollars have been expended by our Government in foreign countries 
to increase our sphere of influence. We believe that by the passage of your bill, 
the American taxpayer would gain because gifts to foreign countries would not 
be needed as at present. 

As a corporation solely engaged in foreign trade, we are fully aware of the 
problems and difficulties faced by American industry in world markets. We 
are faced with restrictions in the form of absolute prohibition on the importa- 
tion of finished goods from the United States, restrictions of dollar exchange or 
of quantitative quotas on imports from the United States. In addition, we are 
faced with foreign government assistance to their own exporters as exemplified 
by Germany, Netherlands, Japan, ete. This assistance takes the form of export 
premiums On currency exchange or guarantees on long-term credits at reduced 
rates of interest. 

American industry bas never asked our Government for such assistance or 
subsidies. It only wishes to be allowed to use its technical know-how and 
ingenuity in order to expand world markets for either American goods or Ameri- 
ean capital which will ultimately redound to the benefit of the free nations of 
the world and to ourselves. 

Upon the passage of the Boggs bill, which we support in its entirety without 
any emasculations, we feel confident that this corporation will embark imme- 
diately upon an investment program with many of our licensees in Brazil, 
Argentina, Uruguay, Mexico, Italy, Israel, etec., which will enable them to ex- 
pand their production for the local markets and which will ultimately increase 
the benefits or profits which this corporation will derive from such investments. 
As a public corporation, dividends based upon such profits will be declared and, 
consequently, the U.S. Treasury will derive the benefits of venture capital in 
such foreign establishments. 

We are strongly of the opinion that the suggested amendment by the 
Treasury Department to limit the benefits of your bill to underdeveloped coun- 
tries would destroy an important part of the purposes of your bill and that, 
furthermore, no country would wish to be classified in the so-called under- 
developed category. It should be the prerogative of American businessmen to 
determine where the best markets for its capital investment are to be made and 
we are confident that eventually every market in the world will benefit from 
American investment, American invention, and American enterprise. 

I regret to state that I was unable to appear in person before your committee 
to expand on the within comments. However, I shall be glad to supplement this 
letter and if you wish, will appear in Washington to discuss this further. 

Very respectfully yours, 
J. Karran, Vice President 


CARGILL, INC., 
Minneapolis, Minn., July 24, 1959. 
Hon. D. MILLs, 
Chairman, Committee on Ways and Means, 
U.S. House of Representatives, 
New House Office Building, Washington, D.C. 


Deak Mr. Mitis: My associates and I watched with intense interest the 
recent hearings of the Committee on Ways and Means on H.R. 5, or the so- 
called Boggs bill. It was gratifying to see the substantial merits of the bill 
so convincingly demonstrated. We feel, however, that one aspect has not received 
the attention it deserves, and hence we are responding to your invitation to 
forward this written statement for inclusion in the hearing record. I refer 
to the Treasury Department’s opposition to qualification as “foreign business 
corporations” of firms which derive more than 50 percent of their income from 
exports. 

Cargill, Inc., has for nearly a century been an important factor in the market- 
ing, distribution, and processing of American agricultural products. It is 
today one of the principal exporters of grain produced in this country and hence 
has a profound and continuing interest in the development of permanent, growing 
markets for this grain. Since the production of our farms is increasing at a 
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faster rate than effective demand, both domestic and foreign, this interest ig} 
shared by all Americans. 

Lack of efficient handling and processing facilities abroad is an important 
factor limiting foreign demand for U.S. grain. Present investment in such 
facilities by U.S. firms is relatively small. Accumulation of funds needed by 
the export grain trade to supply them is slowed by traditionally low marging 
earned in this business. Extension of the benefits of the Boggs bill to graip 
exporters would enable them to accumulate these funds at a significantly faster 
rate. With funds available, these firms would be able and, we believe, inclined 
to construct abroad elevators, feed- and oil-processing plants and other many- 
facturing facilities, the need for which is recognized by the Treasury Department. 
The construction of such facilities would strengthen both foreign markets for 
U.S. surplus grains and the local economies of importing countries. 

A second suggestion which we feel deserves consideration involves interpreta- 
tion of the terms “foreign source income” and “U.S. source income” appearing 
in the bill. At present, it is extremely difficult to distinguish them in view 
of the ambiguity of the code, regulations, and existing administrative and 
judicial interpretations. Adoption of the Boggs bill will make precise lineg 
even more important since qualification of a company as a “foreign business 
corporation” will depend upon the proportion of its income which falls in each 
category. We suggest your consideration of the merits of language making 
clear that income from sales made F.O.B. U.S. ports will be considered “foreign 
source income” regardless of the terms of subsequent sales of the same goods, 
provided only that they are not reintroduced into U.S. domestic commerce. 

Sincerely, 


C. W. Mooers, 
Vice President and Treasurer. 
(Whereupon, at 4 p.m., the hearing in the above-entitled matter was | 
adjourned. ) 
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